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THE NATIONAL CITY BANK 
OF NEW YORK 


Head Office 


55 WALL 


STREET 


67 Branches in Greater New York 


New York 


57 Branches Overseas 


Statement of Condition as of June 30, 1953 


ASSETS 
Cash, Gold and Due from Banks 
United States Government Obligations 
Obligations of Other Federal Agencies 
State and Municipal Securities 
Other Securities 
Loans and Discounts 
Real Estate Loans and Securities 
Customers’ Liability for Acceptances 
Stock in Federal Reserve Bank 
Ownership of International Banking 
Corporation 
Bank Premises 
Other Assets 
Total 


LIABILITIES 
Deposits 
Liability on Acceptances and Bills 
Less: Cwn Acceptances in Port- 
folio 
Due to Foreign Central Banks 
(In Foreign Currencies 
Items in Transit with Branches 


$34,579,041 


14,219,075 


Reserves for 
Unearned Discount and Other Unearned 
Income 
Interest, Taxes, Cther Accrued Expenses, etc. 
Dividend 
Capital 
7,500,000 Shares $20 Par 
Surplus 
Undivided Profits... . 
Total 


$150,000,000 


170,000,000 
69,773,277 


Figures of Overseas Branches are as of June 


$1,496,745,018 
1,335,996,807 
31,981,981 
460,401,598 
90,321,310 
2,276,555,200 
368,251 
17,270,391 
9,600,000 


7,000,000 
31,290,191 
5,137,654 


$5,762,668,401 


$5,267,520,007 


20,359,966 
17,160,400 


552,400 


22,519,287 
41,333,064 
3,450,000 


389,773,277 
$5,762,668,401 


$394,259,691 of United States Government Obhyations and $19,351,200 of 
other assets are deposited to secure $267,602,946 of Public and Trust Deposits 
and for other purposes required or permitted by law 


Member Federal Deposit Insurance Corporation) 


Aftiliate of The National City Bank of New York for separate 


administration of trust functions 


CITY BANK FARMERS TRUST COMPANY 


Head Office: 22 William Street, New York 


Capital Funds $31,638,507 


DIRECTORS 


HOWARD ©. SHEPERD 


Chairman of the Board 


JAMES S. ROCKEFELLER 
President 


STANLEY C. ALLYN 
President, The National Cash 
Register Company 


SOSTHENES BEHN 
( hairman, International 
Telephone and Telegraph 
€ orporation 


CURTIS E. CALDER 
Chairman or the Executive 
Committee, bleetric Kond and 
Share © ompany 


CLEVELAND Ek. DODGE 
Vice-President, Phelps Dodge 
( orporation 


RALPH GWIN FOLLIS 
Chatrmanot the Board, Standard 
Onl Company of Calitornia 


ROY H. GLOVER 
Vice-President and General 
Counsel, \naconda ¢ Opper 
Mining Company 


JOSEPH P. GRACE, JR 
President, W. R. Grace & Co. 


HARRY ©.) HAGERTY 
\ e-President 
Metropolitan Lite Insurance 


AMORY HOUGHTON 
the Board, 
ng Glass Work 


LENFESTEY 


President 


KEITH S. McHUGH 
President, New Vork 


lelephone Company 


ROGER MILLIKEN 
President, Deering, Milliken & 
Co. Incorporated 


RD s. PERKINS 
lent City Bank Farmers 
Trust ¢ 


RICHA 


FREDERICK B. RENTSCHLER 
Chairs United Aucratt 
Corporation 

REGINALD TAYLOR 
Willig ville New York 


ROBERT WINTHROP 
Robert Winthrop & Co, 

BOYKIN C. WRIGHT 
Shearman & Sterling & Wright 
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1903-1953 


progress 


in 


accounting 


training 


LIFE SCHOLARSHIP 
PRIVILEGE 


Q™ of many attractive features of the IAS home study training 
plan, the Life Scholarship Privilege, has made a substantial 


contribution to the success of thousands of IAS graduates. 


On graduation from the Diploma Course of ninety assignments, 
IAS students become entitled to all additional elective Courses in the 
IAS curriculum with full educational service and consultation privileces 
The courses included in this arrangement (with the number of com- 


prehensive study assignments indicated) are: 


Basic Auditing (10) Business Statistics (10) 
Public Auditing (20) Management Control (20) 
Internal Auditing (20) Economics (10) 

Basic Cost Accounting (10) Othice Management (40) 
Advanced Cost Accounting (20) | Accounting Law (10) 
Corporation Accounting (10) Federal Income ‘Tax (10) 


Financial Analysis (10) CPA Coaching (20) 


With this broad curriculum at his command, each IAS student can 
study first those subjects needed immediately and can then broaden 
his knowledge of accounting and management through study of 


additional electives. 


There is no additional charge for the Life Scholarship Privilege. It is 


included in the reasonably low enrollment fee for the Diploma Course. 


The 50th Anniversary Edition of the school’s catalogue 
will be sent free upon your request. Just send a post- 


card or letter to the Secretary, IAS, at the address below. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
A Correspondence School Since 1903 


209 WEST JACKSON BOULEVARD e CHICAGO 6, ILLINOIS 
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PAUL HAASE, Editor 


JOHN A. MURPHY, Advtg. Mgr. 
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Rent our Statistical 


CORRESPONDENCE 


ANNING THE SCENE Paul Haase 
epartmen 


PAGING THE NEW BOOKS 


Why rent machines -why rent spacc THE TAXAT:ON OF CORPORATE INCOME IN CANADA 


Reviewed by Alexander Campbell 
when you can rent the use of our 


>ERSONALS 
completely equipped statistical de PER 


OPPORTUNITIES 
partment J 


We do your work for you on mod 
er punched card equipment manned 


by « XPCrienee d personne Il. The job 
Member, Magazine Publishers Association, Inc. 
is custom-made for you and you get 


ion time, 
CEIL SMITH THAYER, Assistant Editor NORMAN W. LOTHIAN, Circulation Manager 


' 
Let us tell you how this service can THE CONTROLLER. Published monthly by Controllers Institute of America, Inc. Publication office 


tle Vt torial office, O Forty- 
save your organization time and 73 Main St., Brattleboro, Vt. Editorial office, One East Forty-second Street, New York 17, N. Y 


Entered as second class matter at the post office, Brattleboro, Vt., September 1, 1937, under the 
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Manager care of the New York office. Advertising rate card upon request to Advertising Manager 


Change of address should be sent before the first of month preceding the issue to be changed 


RECORDING & STATISTICAL The editor will be pleased to review manuscripts submitted for publication, but will not be re 


CORPORATION : sponsible for loss in transit or otherwise. The views expressed in the various articles are those of 
. : the authors and not necessarily those of Controllers Institute of America, Inc. Printed in U. S. A. 
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100 Sixth Avenue, New: York 13, 
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Remington 


3 ideas save 355.000 
a year for Lehn & Fink 
Products Corporation 


In 79 vears this Bloomfield, N. J. firm 
has grown from a one-man business 
nationally-known manufacturer 
of drugs and Naturally, 
this recurring sales expansion caused 
unusually heavy work loads in billing, 
credit, and collection operations. 
How do they eliminate work loads and 
overtime? —by simply adopting these 
three time-saving, economy-proven, 
profit-building ideas from Remington 
Rand... ideas which save $55,000 a 
year! Here they are 
1. Lehn & Fink installed fast, auto- 
matic, punched-card methods to cus- 
tomer billing, sales analysis, and 
accounts payable. The new methods 
released over 40 of the clerical staff 
on those operations for other work. 
2. Introduced visible, ledgerless book- 
keeping to control credits and collec- 
tions. The method used? Remington 
Rand SUIAP (Simplified Unit Invoice 
Accounting Plan). This method is spe- 
cifically designed to cut clerical time... 


to a 
cosmetics. 


All-Electric 
Adding 
Machine 


Its Easy with 10 Keys... 


TOUCH OPERATION is just as 
important for operating adding and 
calculating machines as it is for type 
writers. The 10-key Remington Rand 
Adding Machine is designed for touch 
operation, and its e¢asy-to-acquire pro 
ficiency yields real savings. The touch 
operator 

1. Makes fewer errors in figuring since 
she knows instinctively when the 
wrong key is depressed. 

2. Easily attains great speed because 
head and arm movement between 
media and adding machine is entirely 
eliminated. 

3. Banishes eyestrain since the eyes 
remain on the media. 

4. Works with one hand. The other 
hand is free to turn the media or run 
down a column of figures. 


Billing De 


and pave the way to plus profits. 
3. Switched to the Remington 
wide-carriage Adding Machine 

time in writing statements of open in 

voices past due. 

Benefit by the experience of Lehn & 
Fink! Get the complete success story 
of these three methods at work on the 
firing line of a busy office. See Certified 
Report #904. 


Rand 
saving 


NEW 
Tri-Lock 
Binder 


The Finishing Touch 
to Manuals 


Remington Rand loose leaf binders add 
a handsome appearance to procedures 
.serve splendidly for hous- 
operating statements, 


manuals.. 
ing’ price lists, 
department reports, minutes of meet- 
ings, memos and bulletins. Convenient 
flat reference, greater capacity, supe 
rior styling, and maximum flexibility 
are just a few of the many advantages 
of these new binders. 

There’s a Remington Rand loose leaf 
binder to meet your requirements...at 
a price to fit your budget. Ask for 
11.234 entitled, “Binders that Build 
Susiness”, another Handbook for Man 
agement by Remington Rand Ine. 


So you may profit quickly by the real 


savings from touch operation, Reming 
ton Rand offers a 
ing plan FREE, It’s complete with a 
“Certificate of Proficiency” for 
employee who qualifies. Send for folder 


C680. 


imple, rapid train 


eacn 


Good News on 
Space-and-Work- 
Saver Files 


You can be sure your files are 
perfectly 


always in place, 


aligned, easily accessible and 


ready for use, with new Rem 
ington Rand Flexikile. With 
this modern device you put 


more papers in the same 


drawers you now use, you gain 


valuable filing space! 
A folder describing this 
timely space-and-work-saver is 


yours for the asking. Or, you 


can try FlexiFile for 10 days in 


your own cabinets without cost 
or obligation. See LBV300B. 


| Management Controls Reference Library 
| Room 1007 315 Fourth Ave., New York 10 


| Please circle the numbers below for 


| literature desired: 
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MORALE ASPECTS OF PROFIT SHARING 


Lditors, THE CONTROLLER 

The article by Elliott A. Johnson in the 
July issue of THR CONTROLLER on Profit 
Sharing’ 1s splendid. In our company we 
would be particularly interested in getting 
the benefit of those who have actually had 
experience with profit sharing especially 
over a long period of years, what ther 
evaluation ts as to the merit both from a 
money standpoint and also from a moral: 
builder standpoint for employes 

I am wondering if you could get a num 
ber of controllers, who have had profit 
sharing plans in effect for a number of 
years, tO write you ther appraisals and 
give some idea of just what benefits the 
average cmploy« accumulate, say, 
after ten, twenty or even thirty years un 
der the profit-sharing plan. Also, docs the 


profii-sharing really contribute to 
the employe's interest in the company and 
his morale ? 

There is another pot that we are in- 
terested in, that 1s if you go along and 
have four or five especially good years 
and then you have four or five bad years, 
where you will not be able to pay into the 
plan, what happens in respect to the em- 
ploye’s thinking? What effect does that 
have ? When you are paying out cash an- 
nually as profit sharing I would think it 
would be particularly bad. We are won 
dering if the four or five bad years do not 
more than offset the good years, partic- 
ularly as pertaining to morale. 


JOHN SUHREN, Controller 
Moorman Mfg. Co. 
(Quincy, Tl. 


CHICAGO 


Baw 


Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


Ford, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
LOS ANGELES 


A WOMAN SPEAKS HER PIECE 


Editors, THE CONTROLLER: 

I would like to comment on an article 
which appeared in the May tssuc of THI 
CONTROLLER. This article 

comptroller 
section of the 


was on “con 
troller’ vs in the Scanning 
the Scene AS a 
secretary to the controller (and I believe 
I can speak for all such secretaric¢s), it 
would most certainly be a boon to have 


MaLaZine 


the Institute start a trend to have all ‘con 
comptrollers’” designated un 

that of “controller.” This 
unification would many hours of 
secretarial time now spent in an ctfort to 
be sure that in letters leaving the office the 
correct title of each “controller” or comp 
troller,” individual case may be, 1s 


used. 


MILDRED WILLIs 
Secretary to the Controller 
The Kendall Company 
Walpole, Mass. 


troll rm ofr 
de r one title 


as the 


Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 


ON FOUNDING A FOUNDATION 


Editors, THE CONTROLLER: 

I should be interested in receiving a 
list of sources for material concerning the 
establishment by a corporation of a foun- 
dation to which an annual company con- 
tribution could be made and through 
which this contribution could be passed to 
Various recipicnts. 

It seems to me that with the constant 
increase in the demands for contributions 
by corporations the establishment of such 
a foundation might serve as a means of 
systematizing the corporate Ziving. 


PauL A, WILKS 

Treasurer 

Strathmore Paper Company 
West Springticld, Mass. 


Your feeling that the establishment of a 
foundation by a corporation might serve as 
a means of systematizing corporate giving 
ws well justified and a number of companies 
have already taken that step. 

We carried an article on this subject of 
“Corporate Donations to Charity” by Ger- 
ard J. Eger im the November 1952 
THE CONTROLLER, beginning on page 534. 
The April 1953 issue contained a digest of 
or poration Giving a book by Emer- 
ton Andrews of Russell Sage Foundation 
( hapte r Six in this digest covers poration 
foundations 


of 


The Editors 
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Now you can have IBM Punched Car ds 


Here is a 
money-saving, 
J time-saving, automatic 
link between your typed 
7 source documents and your 
punched card records—the new 

IBM Typewriter Tape Punch! 
While your invoices, purchase orders, 
personnel notices, journal vouchers, 
and other source documents are being 
typed, all the necessary accounting 
and statistical information is simul- 
taneously punched into tapes. All 
your punched cards then are auto- 
matically produced from the tapes 
by IBM’s fast new converter. 
Tapes from a number of offices 
can be mailed or delivered 
to a central account 
ing location fo) 
processing. 


Here are the 


: important facts about the new 
s IBM TYPEWRITER TAPE PUNCH: 
B Eliminates key punching and verifying + Increases accuracy 


of accounting and statistical records + Gives you 2 kinds of 


error control + Selects and punches any of the typed data + Results 
in as many as 6 kinds of cards from one typing + Provides auto- 
matic signals to promote accuracy + Interchangeable program 
bars for fast change between one job and another + 


One of the new Hana Brings you all the advantages of electric typing - 
to card converters at your 
company headquarters will 
service one or many Type- 4 
writer Tape Punches. a 


Typewriter available for independent use 


IBM INTERNATIONAL BUSINESS MACHINES 


590 Madison Avenue, New York 22, N. Y. 
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Gouthcoming Geatures 


IN THE CONTROLLER 


je LEASEBACK VS. SECURITY FINANCING—A report of a 
study prepared by the Special Subcommittee of the 
Capital Assets and Related Reserve Committee of the 
New York City Control of Controllers Institute of America. 


te CONTROLLERSHIP AND ACCOUNTING: A CONTRAST 


by James L. Peirce 


CONVENTIONAL DEPRECIATION ALLOWANCES 


VS. REPLACEMENT COST 
by Robert Eisner 


THE CONTROLLER continues to reach beyond its circumscribed subscription area 
as is testified by the numerous requests to reprint our editorial material that arrive 
almost daily from many points and from many types of educational and business 


institutions. This group is typical: 
FOREMAN’S MAGAZINE READERS 
Editors, THE CONTROLLER: 

May we have permission to reprint a 
condensation of “Improvement in Mate 
rial Handling,’ which appeared the 
March 1951 issue of THE CONTROLLER 

We shall, of course, give credit to your 
publication and the author, William F. 
Lucas 

I realize that this is going back a bit for 
material, but the article deals with mate 
rials handling in a manner that ts superior 
to contemporary efforts on this subject 


GORGE BRENN 
Editor 

The Foreman’s Digest 
Englewood, N. J. 


INSURANCE COMPANY PAPER 
Editors, THE CONTROLLER: 

We think our readers will be interested 
in the article, “Building and Maintaining 
a Successful) Organization,” Brac 
Payne, which app ared in the April issue 
of THE CONTROLLER. 

May we have your permission to quote 
this article in Notes and Quotes and to 


THE CONTROLLER 


make reprints of the entire article for 
readers who request them? Proper credit 
would be given to THE CONTROLLER and 
to Mr. Payne. 


TINA VAN Deusen, Editor 

Notes and Quotes 

Connecticut General Life Insurance Co. 
Hartford, Conn. 


PURCHASING AGENTS ASSOCIATION 
Editors, THE CONTROLLER: 

In the belict that you will be interested, 
we are attaching a copy of the letter of 
transmittal used to distribute the article, 
“Frequency and Importance of Errors in 
Invoies Received for Payment’ by Rob- 
ert H. Gregory, which appeared in the 
January 1953 issue of THE CONTROLLER, 
to the officers of our afhliated associations. 

The article by Mr. Gregory will be used 
for discussion or other presentations to 
members of our association at their local 
mectings. 

G. A. RENARD 
Executive Secretary-Treasurer 
National Association of 


Purchasing Agents 
New York, N.Y. 
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SAVINGS AND LOAN CONTROLLERS 


Editors, THE CONTROLLER: 

We would very much like to have your 
permission to reprint the various defini- 
tions and other matter produced on pages 
224-225 of the May issue of THE Con- 
rROLLER, dealing with the terminology of 
“controller” versus “comptroller.”” We, of 
course, would give you full credit 


CHARLES BORSOM 

Exccutive Secretary 

Socicty of Savings and Loan Controllers 
Chicago, Ill. 


INTERNAL ORGANIZATIONAL USE 


Editors, CONTROLLER: 

We would like very much to reproduce, 
for distribution within our organization, 
the article in the February issue of THE 
CONTROLLER by C. M. Blumenschein en- 
titled, “Control of Decentralized Account- 
ing ina Multi-Plant Organization.’ 


H. L. GooDENOUGH 
Assistant Comptroller 
American Smelting and Refining Company 


New York, N. Y. 


Editors, THE CONTROLLER: 

If you have reprints available of the 
article “Operating and Other Problems in 
Parent, Subsidiary and Divisional Rela- 
tionships” by L. R. Feakes, appearing in 
the April 1953 issue of THE CoNTROL- 
LER, we would appreciate receiving 20 

If you do not have reprints available, 
we would like permission to reproduce it 
for internal use within our own organiza- 
tion. 


J. B. LANTERMAN 
Controller 

American Steel Foundries 
Chicago, Hl. 


FOR INSTRUCTIONAL PURPOSES 


Editors, THE CONTROLLER: 

In the June 1953 issue of THe Con- 
FROLLER, page 288, there was published 
a review of “Accounting and the Law” by 
Professors Dohr, Thompson and Warren 
of Columbia University. The review was 
prepared by Edward C. Hunt, controller, 
The Hanover Bank, New York. 

As publishers of this book, we rcad the 
review with great interest and would like 
to make the article available to teachers of 
the subject. 

We would therefore appreciate your 
permission to reprint the article, in its 
entirety or in part, for the purpose of 
sending it to instructors who might be 
interested in having these materials for 
instructural purposes. We will, of course, 
give recognition to your publication and 
the reviewer. 


C. B. PUTNAM 
West Publishing Company 
St. Paul 2, Minn. 
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Read how banks help develop new wonder drugs that fight fever 


AVE YoU had pneumonia recently? Have you seen 
the mercury streak up to 104 and then, a few hours 
later, ebb back to a normal 98.6? 

If so, you’ve blessed the anti-biotic family, the doc- 
tors and the other men who have made these wonder 
drugs possible. Perhaps you didn’t know it, but you’ve 
had a hand in their discovery, too. You and your bank. 


Dollars at work 

One of the dollars you deposited in your bank last pay- 
day may be at work right now helping to produce an 
even more potent fever-fighter. Or it may be on the war- 
path against tuberculosis, cancer, polio, heart disease. 

Consider the vast sums of money that are needed to 
fill all the bottles on all the shelves of America’s hospi- 
tals and its 50,000 drugstores, and you'll understand 
how vital bank assistance is to the drug industry. 


Medicine money 
Start with the manufacturer. Mr. Big or Mr. Small, both 
have payrolls to meet, expensive equipment to maintain 
stills, vats, pipes and more pipes. It’s a good bet that 
money from the bank helped them build and grow. 


Then there’s Research, the doors that click open to 
new medical frontiers. Bank loans help produce and 
mass-produce the great discoveries, making them avail 
able to all. 

Enter the wholesaler. He needs help from the bank, 
too, to replenish his inventories and keep the corner 
druggist freshly supplied. From microbe hunt to filled 
prescription, a bank has usually “gone along’’ every 
step of the way. 

Right this moment there are 172 billion dollars on 
deposit in the commercial banks of this nation. Your de 
posits. Your dollars. Money that’s mostly on call, ready 
to serve every important industry. You may be sure 
that the dollars that answer that call are helping to 
build a healthier, sounder, stronger America. 

Chase National Bank is proud of the part it is playing 
in American progress. 


THE 


HASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


(ME MEP PR DP POSIT INSURANCE ) 


(One of a series of advertisements being published in New York City newspapers) 
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State 
MOTOR CARRIER 


— 


Specialized 


CCH REPORTERS 


in Specialized Fields 


@ No matter what your interests, no matter what your 
responsibilities may be, if they concern taxation and busi- 
ness law, you will find them well served, effectively and 
continuingly, by one or more of the great family of CCH 
TOPICAL LAW REPORTS. Represented here are 
some of the specialized CCH Reporters serving highly 
selective fields of law. 

Hour after hour, and day after day, telegraph, tele- 
phone, teletype, and fast mail pour a steady stream of 
new laws, amendments, regulations, rulings, decisions, 
and the like, into the editorial offices of Commerce Clear- 
ing House. 

Hour by hour, day after day, this vital news, this 
important factual information, transformed into efficient 
working tools is rushed into the hands of subscribers all 
over the country through pertinent issues of the more 
than one hundred fifty CCH Reports. 

Thus, Commerce Clearing House Topical Law Reports, 
by consistently meeting specific business and professional 
needs everywhere, have established a recognized symbol. 
For everywhere now the initials “CCH” mean speed, 
dependability, and completeness. 


Write for details on these Reporters or others 
in fields of particular interest to you. 


COMMERCE. CLEARING, HOUSE, INC.. 


PUBLISHERS OF TOPICAL LAW REPORTS 


214 N. MICHIGAN Ave 522 FirtH Ave 1329 E STREET. N. W. 
CuicaGco 1 New Yor* 36 WASHINGTON 4 
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The “Why” of Employe Communications 

In the course of a recent survey by the National Industrial 
Conference Board, covering the employe communications 
program in two similar plants operated by the same com- 
pany, the employes indicated the subjects they wanted to 
know more about. In the order checked most frequently, 
they are: 

The company’s future prospects; how promotions are de- 
cided; how American business works; things the company 
makes; pay of company officers; reasons for firing workers; 
company profits; how pay ts figured; the use made of union 
dues; and what the union is after. 

From the study of the two plants other interesting find- 
ings resulted. For example, in Plant A, which had no pro- 
gram of monthly work-unit mectings between foremen and 
workers (on company time), there was no apparent sense 
of participation and recognition among employes. In Plant 
B, which had a program of monthly work-unit mectings, 
over 60 per cent of the employes felt they “really belonged,” 
compared to only 29 per cent in Plant A. 

As to “‘getting ideas up to the top men,” Plant B's mect- 
ings resulted in the following reactions compared to Plant 

Plant A Plant B 
I can almost always get my ideas up 21% 
I can sometimes get my ideas up 31 28 


I am not interested 16 10 
I hardly ever get my ideas up 32 13 


Sanity Along the Potomac 

The new Republican administration being on the scene 
for only a short time, we are as yet not accustomed to ful- 
some approval in financial circles of developments in Wash- 
ington, D. C. Hence we noted with particular interest an 
article in the July issue of The Guaranty Survey, monthly 
publication of the Guaranty Trust Company of New York. 
The article declared that appointment of Dr. Arthur F. 
Burns as chairman of the Council of Economic Advisers to 
President Eisenhower, held prospect for as “sane an admin- 
istration of the Federal Employment Act as statutory require- 
ments and political necessities permit.” 

The Guaranty Survej discussed the 1953 report of the 
National Bureau of Economic Research, which had been 
written by Dr. Burns before he became chairman of the 
CEA. That publication, The Guaranty Survey said, ‘reflects 


a healthy skepticism and an awareness of economic realities 
that should work against a repetition of the fiscal protligacy 
and misguided experimentation of the 1930's.” 

Dr. Burns’ views indicate a determination to avoid any 
revival of the “naive faith in continuing full employment 
through federal investment and expenditure and the dread 
of even minor business fluctuations,” the magazine said. 

“The outstanding need at the moment ts to allow free 
markets to exert their normal restraming influence on bust 
Ness expansion, it stated. “At present, this poli y ts, for the 
most part, being followed, despite the strong criticism that 
has been leveled against it. Business stability implies mod 


eration in the upswing as well as in the downswing. Exces 


sive booms beget excessive reactions, | it was noted. 

Another continuing need, the Sarre) stated, “ts a political 
climate in which business ts given the strongest possible in- 
centives to maintain and create employment opportunities 
This is the heart of any effective employment policy.” 


“Lift Up Thine Eyes” 
Declares Clarence B. Randall, president of Inland Steel 
Company: 

The saddest part of all to me ts the plight of a man who 
fights retirement with “What shall I do? T have no hobby. 
As if whittling would solve everything. What has this man 
been doing all his life? Has nothing challenged him except 
the daily routine? Has he no untinished business in terms of 
the durable satisfactions of life? No dreams that have not 
come truce, for which there ts abundant time? Has he never 
lifted his eyes to the world about him and sensed the infinite 
varicty of opportunity that meets a man of proved ability for 


service to his community?” 


Uncle Sam: Tycoon 

If any doubt remains that our Uncle Sam ts running 4 
big business operation, it should be dispelled rather rapidly. 
During the past year “miscellaneous receipts” of the Fed 
eral Government amounted to $1.8 billion. That was ap- 
proximately three cents of each federal income dollar 

The biggest amount from miscellaneous sources was some 
$277 million from the Federal Reserve System in compli 
ance with the Federal Reserve Act which provides that 
ninety per cent of net carnings, after payment of a six per 
cent statutory dividend to member banks, shall be trans 
ferred to the U.S. Treasury as an interest charge on Federal 
Reserve notes not covered by gold certificates 

Last year government power and utility projects brought 
in $82 million and it is expected that this source of income 
will rise to $100 million during 1953. That ts more than 
many privately operated public utilities carn in a year, it 1s 
pointed out by the Institute of Life Insurance, which also 
observed that these “miscellaneous receipts” of the Federal 
Government do not represent net revenue and do not take 
into account ‘the costs of the operations involved or the 
fact that a great many are actually run at a loss 
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To simplify the steadily increasing problem of efficient 
figure handling, there’s no better answer than’ this 
new Burroughs Multiple-Total Adding-Subtractor, 
It has proved in use to be a versatile and agile 
performer on a great variety of jobs for municipalities, 
counties, and other governmental bodies. 


Here’s a flexible unit that features two accumulating 
registers... adds and subtracts in either or both... 
accumulates individual group totals and the grand 
total simultaneously, without recapping. 


kxclusive alternating register control provides for the 


WHEREVER THERE'S BUSINESS THERE'S 


Streamline your figuring 


with the 


we 


quick, easy selection of either register... for simul- 
taneous addition and subtraction in both registers... 
for automatic alternate selection of registers. And easy- 
to-read symbols to the right of every amount instantly 
identify all machine operations and the register used. 


Modern in design... compact... . lightweight—this 
all-new Burroughs effectively streamline your 
figuring operations, to save you time and money. And 
its available LO-column 13-column models, 
with wide or narrow carriage. Call the Burroughs 
branch office near you today, or write Burroughs, 


Detroit 32. Michigan. 


Burroughs 
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A Lawyer Looks at 


Retroactive Adjustments to Depreciation Reserves 


Richard A. Rosan 


ana public utilitics should be accus- 
tomed by now to the startling economic 
reasoning that crops up occasionally in va- 
rious regulatory bodies. But an accounting 
concept being advanced today ts so seri- 
ous in its implications that it cannot be re- 
garded as a mere fanciful flight into 
dreamland economics. 

The concept is that of retroactive ad- 
justments to depreciation reserves. While 
it is Of particular interest to accountants, 
it is basically a business problem with 
which top management and treasury peo- 
ple have a vital concern. Its importance to 
regulated industries cannot be overempha- 
sized. Retroactive adjustment to deprecia- 
tion reserves, if it becomes established as 
a principle in rate-making cases, may be 
another means by which regulatory bodies 
can reduce a rate base and deprive a utility 
not only of its return on capital, but of a 
goodly portion of the capital itself. 

Related briefly are three cases in which 
attempts to advance the retroactive adjust- 
ment principle have been encountered. All 
have taken place within the last three years. 
One or two new approaches which should 
be considered are suggested. 

Before going into specific examples, 
here are some underlying factors which 
have a direct bearing on the matter. 


ORIGINAL COST CONCEPT 

Some time after 1935, most regulated 
companies restated their investment in 
plant and equipment at original cost. It is 
most important when considering retroac- 
tive adjustments to recognize that original 
cost is purely an accounting concept. The 
book investment in original cost dollars 
has no absolute relationship to property 
value, cither at the time of acquisition or 
at the present time. 

Many persons, especially in the regula- 
tory field, say any value other than cost 
might include ‘‘water.’’ Undoubtedly in 
the past there were unwarranted writeups 
of plant. But it is also true that companies 
have paid prices for propertics above origi- 
nal cost. They were merely doing what 
people do every day in normal business 
life—-paying on the basis of what they 
think the property is worth. 


Simultancously with original cost ad- 
justments, many companies adjusted their 
de preciation reserves so that book reserves 
reflected the appropriate reserve against 
original cost. In fact, many accounting or 
ders by regulatory bodies accepted not only 
the original cost adjustments but also the 
adjustment to depreciation and depletion 
reserves, 


NET FIGURE THEORY 

Connected with the original cost restate- 
ment is the next step in regulation —the 
use of the net investment or net book fig- 
ures in determining the rate base. What 
are the major arguments which the advo 
cates of this theory advance ? 

First: It insures the investor of a return 
on the dollars which he invested until the 
dollars are recovered by the investor 
through depreciation accruals. 

Second: It simplifies rate making and 
expedites rate cases since all a re gulatory 
body has to do to fix the rate base is de- 
duct the book reserves from the book 
plant. 

Neither of these arguments justifies the 
use of the theory. The first completely 
overlooks transactions in which an inves- 
tor may have paid considerably more for 
a property than its original cost. It over- 
looks also the instability of the purchasing 
power of the dollar. 


The second argument for the use of net 
investment or net book figures 1s advanced 
purely for administrative convenience. It 
has no substantial weight if it ts an im 
proper method of fixing a rate base. 

Be that as it may, the point ts that net 
investment or net book figures, in the cases 
discussed, are those which the regulatory 
body elected to use. So as we consider the 
examples, ask yourself Were the 
dures in conformity with the two major 
arguments in support of the net original 
cost theory of fixing the rate base, Le., re 
turn on dollars invested until such dollars 
are recouped by the investor, and adminis 
trative case of fixing the rate base on book 


proce 


fivures ? 


THE CASE OF COMPANY O 

Company O began a rate proceeding be 
fore the Federal Power Commission in 
1944. The case extended into 1946 and in 
those years the FPC staff made a year-and 
a-half investigation of the company’s prop 
erty and books. At the end of the investi 
gation, the Commission determined that 
the book reserve was within $1 million of 
a so-called calculated or required reserve 
and, accordingly, approved as a starting 
point the company's book reserve of $33, 
218,000. The Commission also specified 
accrual rates to be used in the future for 
the various depreciable property accounts 
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“Why can’t he just ask us not to congregate?” 


Rates were based on these findings, in- 
cluding depreciation expense computed at 
the specified rates. 

Two points should be stressed. First, 
the Commission staff had a large number 
of engineers and accountants at the com 
pany for over 18 months which led up to 
these adjustments. Second, the company 
agreed as part of the settlement in the pro 
ceeding that it would thereafter use the 
accrual rates recommended by the staff. 

In 1949, the company needed rate re 
lief. It presented a case to the Commission 
which followed exac tly the proce dures rec 
ommended by the staff and accepted by the 
company in the previous case. The com- 
pany took less than a day to present its 
case in the latter part of 1949. That case 
was not finally determined until April, 
1951,--a year and a half later! 

What caused the delay ? At the last min- 
ute, the staff introduced an exhibit which 
recomputed depreciation reserves on a 
unit of production method against all pro- 
duction plant back to 1902! By the staff's 
estimate, reserves against production prop- 
erty were deficient by $10.5 million. Such 
an adjustment would have cut the net in- 
vestment in production property by 50 per 
cent! Morcover, putting it mildly, a de- 
crease in the rate base by $10 million 
would have been almost a major catastro- 
phe financially. 

In its testimony, the staff was disregard 
ing the finding made by the Commission 
in 1946 approving the reserves as of Dc 
cember 31, 1941, by introducing a study 
which applied a new method to the prop 
erty accounts from 1902, This raises a 
very important issue: Are not findings of 
fact for past periods ever final? If they are 
not, there is no certainty for the industry. 

After the company had rebutted this 
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testimony, the staff then averred that on 
the basis of the average age of dollar in- 
vestment in transmission plant, transmis- 
sion reserves were inadequate by $12 
million. This testimony was founded more 
or less on the proposition that such in- 
adequacy of reserves of $12 million had 
developed during the past two to three 
years! 

The fact of the matter was that as part 
of its postwar construction program the 
company had to rebuild part of its trans- 
mission system to take care of the greater 
heating load. Rather than install parallel 
lincs in the existing low pressure system, 
the company built a high-pressure system, 
calculating that this would result in op- 
erating savings of about $500,000 a year. 
This resulted in abnormally high retire- 
ments of transmission mains which tended 
to reduce the reserve applicable to trans- 
mission facilities. 

There are two ways of analyzing such 
a situation. First, over the life of the new 
property, the depreciation reserve will 
correct itself. Second, if the reserve is ac- 
tually inadequate, then it is the result of 
an extraordinary situation which requires 
accelerated depreciation over the remain- 
ing life of the property or an extraordi- 
nary depreciation allowance for a five to 
ten-year period. The staff witness merely 
recommended that the reserve be in- 
creased for rate base purposes by $12 
million. 

Now, what has become of the theory 
that the investor obtains a return on the 
dollars invested until those dollars are 
actually recouped through depreciation ? 
Certainly in the three-year period from 
1946 when the prior case was decided and 
rate fixed, and 1949, Company O did not 
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obtain this additional $12 million from 
the consumers. 

The trial examiner in his intermediate 
decision rejected the production reserve 
adjustment but for rate base purposes in 
creased the transmission plant reserve. He 
did not accept the staff's figures but ac- 
cepted the principle. 

The case was appealed to the Commis 
sion but the issue was not determined be 
cause the case was finally settled—settled 
after a year and a half of delays, expense 
and uncertainty, and settled on the basis 
of rates not adequate to compensate the 
company for its costs as of the time the 
case was started. 


THE CASE OF COMPANY A 

Company A was created around 1931 
to build and operate a single transmission 
line from eastern Kentucky to the Atlantic 
seaboard. Depreciation was accrued each 
year, on various bases; from 1946 to 1949 
on a rate of two per cent. In 1949, the 
company built an additional transmission 
line, increasing its plant investment by 
$23 million. The new line went into op- 
eration January 7, 1950. At that time a 
rate proceeding was instituted before the 
Federal Power Commission. It should have 
been a simple proceeding since this com- 
pany merely operated a transmission sys- 
tem. Yet, even in this case, retroactive de- 
preciation was urged. 

In 1950, the company began accruing 
on the new line at the rate of two per cent 
a year. The actual return earned on its 
average net investment during 1950, mak- 
ing no allowance for working capital, was 
3.50 per cent. In 1951, the actual return 
was three per cent. 

The staff argued, however, that a two 
per cent accrual was an improper deprecia- 
tion rate. Because of the ratio of presently 
proven gas reserves to annual production 
(not of this particular company but for 
the United States) a 35-year service life 
or a 2.86 per cent annual accrual rate was 
proper, the staff said, beginning with 
January 1, 1950, 

The difference between two per cent 
and 2.86 per cent amounted to about 
$500,000 for 1950 and 1951. The staff 
sought, in fixing the rate base for 1952 
(the case was not decided until April 
1952) to increase the book reserves by 
this $500,000 and to make a correspond- 
ing reduction in the rate base. To a com- 
pany whose stock was selling around $10 
a share, such an adjustment would obliter- 
ate the equivalent of about 50,000 shares 
of common stock. 

It would appear that this severe penalty 
to the stockholders was urged simply be- 
cause the staff was certain that a 35-year 
life from January 1, 1950 was more ac- 
curate than a 35-year life from January 1, 
1952. Again this position violates the 
whole original cost concept of rate mak- 
ing, under which an investor earns on his 
dollars until they are recovered through 
depreciation. 
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Another adjustment of $105,200 was 
developed by the staff when it applied 
shorter service lives on certain plant ac- 
counts since 1931. In this connection it 
should be noted that the staff's calculated 
reserve was about 2.4 per cent greater than 
the book reserves at the end of the 18 
years. Can depreciation be calculated 
more closely than 2.4 per cent over an 18 
year period ? Obviously not! It should be 
noted also that book reserves constituted 
27 per cent of plant, excluding the new 
linc, and that the records of the company 
showed that from 1931 until 1949, re- 
tirement losses on an average plant in 
vestment of over $12 million had aggre- 
gated $107,000. 

Is it reasonable to deprive stockholders 
of $105,200 merely on the basis of a dif- 
ference of opinion as to accrual rates of 
certain items? Apparently, the Commis- 
sion thought it was not, since it did not 
adopt either of its staff's positions. 


THE CASE OF COMPANY F 


Company F in 1939 undertook an origi 
nal cost adjustment in which there were 
substantial adjustments to gas plant and 
other applicable reserves. In this first ad- 
justment, however, there was no final de- 
termination with respect to depreciation 
reserves. 

Later, a study was made of depreciation 
reserves and it was found that as of De- 
cember 31, 1945, because of the substan- 
tial original cost adjustments previ- 
ously made, the depreciation and deple- 
tion reserves were excessive. Accordingly, 
the Commission authorized that reserves 
be reduced by a specified amount. At the 
same time, the Commission ordered the 
company to use specified accrual rates. The 
company has been following that order. 

Company F has a rate case before the 
FPC currently. In the pending case, the 
Commission staff has recommended that 
higher accrual rates be used for 17 differ 
ent accounts and that such accrual rates be 
applied retroactively to January 1, 1950. 
That date apparently is considered proper 
by the staff since in December 1949, the 
Commission, by order, released the com- 
pany from the specified accrual rates em 
bodied in thg previous order. The retro- 
active application of these higher rates 
amounts to about $250,000 a year for each 
of the years 1950, 1951 and 1952. 

Two things should be mentioned about 
the staff's proposal: 

First: Some of the higher accrual rates 
are based on the assumption of a 35-year 
life for gas reserves as of January 1, 1950 
However, the staff witness was forced to 
admit that probably even as of today, 
1953, a 35-year gas supply is still a proper 
estimate. 

Second: Other accrual rates recom- 
mended by the witness were motivated in 
part by a retirement experience study 
covering 1947 through 1951, inclusive. 
In other words, the staff second-guessed 


management by using the experience of 
1950 and 1951 which was not available 
to Management at the time the staff main- 
tains the adjustments should have been 
made. 

I desire to make quite clear that to date 
the Federal Power Commission has not ap- 
proved retroactive adjustments such as I 
have been describing. On the other hand, 
the staff of the Commission has re pe atedly 
brought the matter up. 

A related problem is found in certain 
state proceedings, in which the statf 1s 
quite insistent upon the development of 
what it calls a “required reserve.’ In so 
far as the “required reserve’ is more than 
the book reserve and in so far as the staff 
proposes to use such required rescrve in 
developing a rate base, it involves a form 
of retroactive adjustment of the type tlus 
trated above 


The concept of a “required” or “calcu- 
lated” reserve ts wholly unfair since it 
second-guesses the actions of manage- 
ments taken 20, 15 or even five years ago. 
Current accrual rates are based on accumu- 
lated knowledge, 
information developed within. the past 
year. 

When present knowledge indicates that 
past accruals are inadequate even though 
made in good faith and on a consistent 
basis, fairness requires that such deficiency 
be corrected in the future by stepping up 
the accrual rate and allowing such higher 
depreciation expenses in the rate. 

Unless this practice 1s followed, there 
can be no certainty in states giving con- 
siderable weight to original cost that the 
investor will recoup his invested dollars 
as shown by the company’s published fi 
nancial statements 


including in some cases 
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SELLING TO MANAGEMENT ISN'T ENOUGH 


The modern controller has already conceded that he needs 
to be more than a figure man; and that some salesmanship ts 
required——along with an analytical mind—-if he 1s to serve 
management properly in the planning and control function 
However, there are relatively few controllers who hold any 
strong conviction that it is important for the controller to 
keep selling his services to the mass of the company’s em- 
ployes. 

In the long run his life will be easter if he does adopt this 
viewpoint. It will take years to overcome the tradition 
among minor supervisory employes that the controller ts the 
fellow who always says ‘no.’ The fact ts that he has many 
positive and attractive things to sell. The controller is nor- 
mally the man who ts concerned with setting up and adminis- 
tering the pension plan that offers a great deal of security 
and comfort for the carcer employes of the company. Has he 
emphasized this by any means of communication? Of course, 
the employes are informed about the pension plan, but the 
communication may be coming from the personnel depart 
ment or top management. It will not be difficult for top 
management to sce the operating benefit of letting the con- 
troller tell that story and thereby pave the way for morc 
hearty cooperation on budgetary control. 

The planning of capital expenditures ts another example 
The controller ts a logical man to tell key employes about 
new expenditures for plant and equipment because such are 
the basis of their new opportunities. These same employes 
are in key positions to make budgets and other accounting 
functions operate satisfactorily. 

Still again, the savings which the controller may be able 
to effect in costs, taxes or other areas have a meaning to all 
of the key employes of an organization, Employes, like the 
stockholders and the customers, are inevitably beneficiaries 
when waste or unnecessary expense is eliminated 

What are the opportunities for salesmanship by the con 


troller in your company? WALTER MITCHELL, JR 
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Preparing Consolidated Statements 
for Management 


E. J. Erp 


PREPARATION of consolidated state- 
ments is done by practically every cor 
poration at some time or other if that cor- 
poration Owns or proposes to own at Icast 
a majority interest im another company. 
There are many methods followed in the 
preparation of consolidated 
Some of the procedures are quite flexible 
and are determined by management at the 
time of acquisition, while others are set 
rules based on precedent being set in the 
accounting profession, 
Before we revicw the 
consolidated statements, we first. should 
define the term “consolidation” as it wall 
be used throughout this discussion: a pres 
entation of all the liabilities 
owned and/or controlled by a parent or 
holding company. It also means the com 
bining effect of the operating results of 
the related group in relation to the outsid 
world. In the case of a holding company 
owning 1000, of the stock of its sub 
sidiary company, the consolidated state 
ment shows the financial condition as to 
the actual assets and liabilities in relation 
to the outside world, When the parent 
company owns less than 100 of the stock 
of a subsidiary company, all assets and 
liabilities are shown the same as if 10007 
control existed except that the minority 


statements. 


preparation of 


assets and 


stock interest in the subsidiary company 
is shown as a separate item just above the 
net worth section of the balance sheet. 
Consolidated statements are generally 
prepared when at Icast a 75% control 
exists in any given subsidiary company. 
However, strictly speaking, consolidated 
statements could and sometimes are pre 
pared when 51@ or more control exists. 
The state of Ohio, for example, requires 
that if a parent company files a consoli- 
dated personal property tax return, then 
all subsidiary companics, 510% or more 
of whose stock is owned by the parent 
company, must be included in the consol- 


idation. The SEC, 1 believe, allows quite 


a bit of latitude in the determination of 
which subsidiarics can be excluded from 
consolidated statements. 

Generally speaking, the parent com 
pany can decide which subsidiaries are to 
be consolidated even though 100 con- 
trol exists. Many times there ts a question 
as to the type of subsidiary that should be 
included in the consolidation even though 
more than 75¢@ control exists. By this I 
mean, one generally would not consolidate 
the statements of a retail corporation with 
an insurance company, while there could 
be a question if the parent were the oper- 
ating company and the subsidiary were a 
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real estate holding company owning the 
real estate of the parent and also of other 
companies. So generally speaking, we 
could say that if the operations of the sub- 
sidiary are not homogeneous with that of 
the parent, the subsidiary would not be in- 
cluded in the consolidation. 

Several reasons exist for preparing con- 
solidated statements, probably the primary 
reason being to show the stockholders or 
owners of the parent company the actual 
listing of all assets and liabilities and the 
combined resuits of operations of the en- 
tire athliated group. One could compare 
the reasoning behind this principle with 
the same thinking behind combining all 
assets of several divisions of one corpora- 
tion or even several departments of one 
plant, in which case an attempt is made to 
submit a concise over-all statement. Many 
times the parent company ts strictly a man- 
ufacturing operation and its sales are made 
through a wholly owned subsidiary com- 
pany. In this case all expenses in connec- 
tion with sales would be charged to the 
subsidiary company and for management 
to make a true comparison with compara- 
ble companies not having such an arrange- 
ment it becomes mandatory that consol- 
idated statements be prepared. When this 
is done all assets and liabilities of the sub- 
sidiary company would be combined with 
like assets and liabilities of the parent 
company and similar items of operating 
income and expenses would likewise be 
combined and an over-all consolidated 
statement would be prepared. 

Many problems exist in the preparation 
of consolidated statements. They are some- 
what simplified when 100¢@ control ex- 
ists, but can become quite difficult when 
less than 100°¢ control exists, and, in 
cases where the subsidiary company owns 
stock in the parent organization, the com- 
putation of minority interest ts quite in- 
volved. Since the interrelationship of stock 
holdings between the parent and subsidi- 
ary are quite involved, we will not at- 
tempt to go into all the ramifications of 
the presentation of the minority interest 
holdings, since that is a problem in itself. 
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BALANCE SHEET PROBLEMS 

Let's first discuss the problems in the 
presentation of the balance sheet. If a par- 
ent company acquired a subsidiary on a 
given date and paid cash in the amount 
equivalent to the net worth of that sub- 
sidiary on that date, then the problem of 
consolidating the balance sheets would be 
relatively simple. By paying cash equiva- 
lent to the net worth of the subsidiary, it ts 
assumed that the asscts and liabilities of 
the subsidiary are correctly stated from 
the standpoint of good sound accounting 
practice, and therefore can be included in 
the consolidated balance sheet at their 
stated values. 

In preparing a consolidation under 
these conditions the assets of the subsidi- 
ary would be combined with like assets of 
the parent and the total of the asscts of 
both companies would be shown on a con- 
solidated balance sheet. This would be 
similarly done for the liabilities and the 
investment in the subsidiary would be 
eliminated since it would be equal to the 
investment account on the parent com- 
pany’s books. The net worth of the parent 
could not change since the capital stock 
and surplus of the subsidiary would be 
equal to the cost of the stock on the parent 
company’s books. The resultant consolt- 
dated balance sheet would now show man 
agement exactly what the assets and labilt- 
tics of the combined group were on the 
date of acquisition. 

If this consolidation were pre pared one 
year subsequent to date of acquisition of 
the subsidiary, the balance sheet would be 
prepared in exactly the same manner as 
previously discussed except that the sur- 
plus account of the parent would include 
the results of operations tor that one 
year period. In the preparation of the con- 
solidation one year later, consideration 
must be given to any inte rcompany trans 
actions that may have taken place during 
the interim. Probably the most common 
type of transaction would be advances to 
or loans from the subsidiary. If this is the 
case, these advances and loans would bx 
offset and no amounts would be shown on 
the consolidated statement. 

Another problem that many times cx 
ists is the sale of finished products between 
the parent and subsidiary company. This 
can become troublesome at times espe- 
cially if the purchasing company also buys 
similar or like items from outside sup 
pliers. 

Let's take the case where a parent com 
pany sells its finished product to a sub 
sidiary at its normal selling price and the 
subsidiary either resells the item or con- 
sumes it in its own operations. We now 
must determine how to handle the profit 
that remains in the ending inventory of 
the subsidiary of the items not sold or con- 
sumed by it. In the preparation of the 
consolidated balance sheet in this case, the 
amount of this profit should be determined 


and if it is material in relation to the total 
amount of inventory, it should be det 
nitely eliminated from the balance sheet 


PROFIT DETERMINATION 

The determination of this profit can be 
done in several ways. Probably the easiest 
is for the subsidiary company to determine 
at the time of the physical inventory the 
items still on hand that were purchased 
from the parent. If this can be done by 
the subsidiary, then the profit per unit can 
be multiplied by the units on hand at the 
subsidiary plant and the resultant amount 
eliminated on consolidation. If the sub 
sidiary cannot determine the actual units 
on hand, another method is to have the 
subsidiary maintain purchase 
sumption records of the parent Company's 
product and from these records determine 


and con 


the amount of inventory not sold or con 
sumed, and the climination of the profit 
can then be applicd in the same manner as 
if a physical inventory had been taken 
Many times when the volume of trans 
actions ts great and a wide variety of prod 
ucts 1s involved, the determination of the 
actual profit is more dithcult. By applying 
historical tests to determine the 
average inventory on hand throughout the 
determined 


certain 
year, it can sometimes be 
through these tests that the profit is not 
great. Then the actual profit in the inven 
tory would not be determined and elimi 
nated since the time 
at any kind of accurate figure would not 
be justified 

There 


chinery and equipment between the affils 


involved at arriving 


sometimes exist transfers of ma 


ated group. If these transfers are made at 
the net depreciated value of the transfer 
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rer no problem exists on consolidation. 


However, if these transfers are made at 
an amount either above or below the trans 
ferrer’s cost, then the profit or loss on the 
transfer would be climimated on consolida 
tion. It might be well to note here that the 
climination during the year in which the 
would be made 


transaction occurred 


against statement of profit and loss whiie 


in subseque nt years the climimation would 


be made against the surplus accounts 

The practice of transferring fixed assets 
at amounts more or less than book value 
should, if at all possible, be avoided since 
the climinating entrance for the profit or 
loss must be reduced by depreciation since 
date of transfer and any excess deprecta 
tion over that normally taken by the trans 
ferrer must be reckoned with and elimi 
nated every year. It probably also should 
he pointed out that the assets should be 
. the gross assct and 


transferred broad, 
reserve should be recorded on the books of 
the transferee. If then 
this operation would have to be performed 
when the made. This 
could after 
years have elapsed and many transactions 


have taken place ’ 


this is not done, 
consolidation 1s 


become troublesome several 


HANDLING GOOD WILL 

Now let's take the case in which a pat 
cnt company pays in cash an amount im ex 
cess of the net worth of the subsidiary at 
a given date. In preparing a consolidation 
under these circumstances, we generally 
are 


assume that the assets and 


correctly stated in accordance with sound 


accounting pr tChICGcs and the excess amount 
paid represents good wall that the parent 


paid in the acquisition of the subsidiary 
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In preparing a consolidation under 
these conditions, the assets and liabilities 
would be combined in the same manner as 
if net book valucs had been paid in. the 
purchase. The only difference being that 
some disposition must be made of the dif 
ference between the purchase price and 
the book value of the subsidiary on. the 
date of acquisition 

This excess amount paid ts usually han 
dled in one of two methods, and I believe 
that neither method takes precedent over 
the other. That ts, the excess may be 
shown as good will on the consolidated 
balance sheet or this excess may be charged 
against consolidated surplus and be con 
sidered a premium for the purchase of the 
business and not having any good will 
value. 

I have scen some companics show it as 
good will during the first year that a con 
solidation 1s made and the following year 
will find it as a charge against surplus, ap 
parently having considered it of no value 
as good will. | believe that if this excess ts 
going to be charged against surplus and 
the company 1s listed on the stock ex 
change, prior approval by the SEC may be 
required before this charge ts made or in 
any event full disclosure must be made. 

Now let's take a situation in which the 
parent company pays substantially less 
than book value for the subsidiary at the 
date of acquisition, We now have a prob 
lem on consolidation as to how we are LO 
ing to present of show this excess book 
value over cost to the parent Here again 
we have precede noe for several methods of 
presentation. 


If we take the position that the asscts 
and liabilities are correctly valued, then we 
are forced to show this excess book value 
as being surplus arising on consolidation. 
This method of presentation is probably 
not too popular since if the parent com- 
pany pays less than book value there ts a 
very strong indication that the assets arc 
overvalued in relation to the carning 
power of the subsidiary or the subsidiary 
is in such precarious financial condition 
that a book value purchase price 1s not 
justified, 

However, there are cases where advan 
tagcous purchases are made and the pres 
entation of surplus on consolidation is 
justifiable. If this amount is going to be 
shown as surplus, then full disclosure 
should be made in the balance shcet as to 
its source. Normally it would be shown as 
a separate surplus item with a full descrip- 
tive title. 


ASSETS WRITE-DOWN 

If we take the position that the assets of 
the subsidiary are overvalued in relation to 
the purchase price, then we have the prob- 
lem of determining which assets are to be 
written down on consolidation. Logically, 
any cash in the bank Gwned by the sub 
sidiary would not be shown at less than its 
actual value. Probably the accounts recetv- 
able would likewise have substantially 
their face value. So we reach inventories 
and the fixed assets. If we can determinc 
that the inventories are valued at the lower 
of cost or market on the books of the sub 
sidiary, we are then forced to apply the 
entire excess of book value over purchase 


QUESTIONS FOR PROSPECTIVE MANUFACTURERS 

If you are planning to enter business for yourself, par- 
ticularly as a manufacturer, you will be interested in a newly 
published booklet, “One Hundred and Fifty Questions for 
a Prospective Manufacturer.” Published by the Small De- 
fense Plants Administration, Washington, D. C., the book- 
let was developed by William M. Hoad, associate professor 
of Small Business, School of Business Administration, Uni- 
versity of Michigan. It ts the second in a series of booklets, a 
previously released publication being entitled “An Employe 
Suggestion System for the Small Plant.” (Copies of the 
booklet are available from the Superintendent of Docu- 
ments, U.S. Government Printing Office, Washington 25, 


D.C.) 


A main virtue of the booklet for the “Prospective Manu- 
facturer’’ is that it permits a person to sit down and reach 
his own conclusion on the basis of the facts which he, him- 
self, must prepare. An excellent bibliography has been in- 
cluded which will permit the more studious reader to go 


into any phase of the subject. The booklet is also available 
from the regular Field Offices of the Department of Com- 


merce. 
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price against the fixed assets on consolida- 
tion. 

By doing this, an attempt is being made 
to show management an actual valuation 
of the assets and liabilitics on a consoli- 
dated basis in relation to the earnings of 
the group on a similar basis. There have 
been situations existing wherein the en- 
tire value of the fixed assets of the subsidi- 
ary have been written off on consolidation 
and even a segment of the inventories 
written down. When this condition exists, 
you can readily sce that a problem arises 
when the operating statements of the par- 
ent and subsidiary are combined. This 
will be discussed a little later when the 
profit and loss statements are reviewed. 

In the situation just cited, if the fixed 
assets are written down by the net differ 
ence between book value and purchase 
price at the date of acquisition, then on 
any subsequent consolidation of the group 
the only fixed assets that would be in- 
cluded would be the purchase of fixed 
assets by the subsidiary subsequent to the 
date of acquisition by the parent. When 
making this write-down on consolidation, 
both the asset and reserve accounts must be 
adjusted. The climination is usually ap- 
plied to the gross value of the assets with 
a like adjustment to the reserve account. 
The net result being that the percentage 
relationship of the depreciation reserve ac 
count to the related asset account is exactly 
the same after the consolidation as it was 
on the books of the subsidiary. 

In approaching the problem of applying 
excess book values to asset write-downs, 
we sometimes can be carried away with its 
possibilities. To what extent could it be 
used to become ultraconservative in the 
inventory valuation, or climinating the 
fixed assets which result in lower depre- 
ciation charges in future years? There is 
also a possibility that it could be used to 
climinate some of the past evils that are 
still on the books of the parent. Let's re- 
view such a situation and see how it could 
work. 

Suppose the parent company had $1 
million in fixed assets but included in this 
amount was $100,000 of old appraisal 
write-ups that were made many years ago. 
Assume that the subsidiary had $500,000 
of fixed assets all of which are stated at 
cost. When a consolidation ts made the 
normal procedure would be to apply the 
excess of book value over cost, assuming 
it to be $100,000, against the fixed assets 
resulting in a net consolidated value of $1 
million. In this case disclosure on the 
balance shect would probably be made to 
the effect that the fixed assets have in- 
cluded in them $100,000 of appraisal 
write-ups. In this instance, why couldn't 
the parent on its books charge the $100,- 
000 appratsal increase to the investment 
account in the subsidiary ? Then the fixed 
assets would be stated at cost; the amounts 
would still be the same on consolidation 
i.c., $1 million. (Contmued on page 380) 
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The Controller in a World of Change 


Robert E. Gross 


y SEEMS INTERESTING and in a way en- 
couraging that in Great Britain and in 
the United States within the past 18 
months there has been a complete change 
in political administration. Although 
many may contend that it was really by co 
incidence that these two developments 
came so close together, I like to think that 
one influenced the other and that the peo 
ples of these two great nations after long 
years of working under one school of 
thought, action, and philosophy decided 
that the time for a basic change had come 
and went to the ballot box to make the 
change. 

As a matter of fact, although the con- 
tests were sharply contested in both coun 
trics and in some cases the issues clearly 
drawn, I am not sure in my own mind as 
to how much change there will be in 
either country. Indeed, in Great Britain 
soon after the election there was consider 
able doubt in many people's minds as to 
whether the Conservative Party would be 
able. to stay in office for more than a very 
short time, Presumably the incoming party 
leaders found that it was not so casy to 
make improvements quickly, and the op 
position stood ready to capitalize on their 
contusion and dilemma. 

Here in our own country, although 
there scems to be a different underlying 
feeling about, I don't think one is con 
scious of any carth-shattering changes 


Faaatend 


While it 1s too early in the game to be call- 
ing for results, still one has to ask the 
question: Does this change in political ad- 
ministration herald a new and different 
busine fs era? Should the re he real changes 
made im our business methods and proce 
dures and if so, what should these changes 
be? 

I will answer my own question. I think 
there will be changes because I think there 
must be changes and for the following 
reason. 

Whether any of us like it or not, I think 
it is safe to say that this is going to be 
known as the “businessman's administra- 
tion.” In many senses I think that this ts 
unfortunate. What is all the more un- 
fortunate is that it may, alas, be known as 
the “big businessman's administration.” 
Many times during the past few years we 
have heard the hue and cry throughout the 
country for a good business administration 
run by businessmen who understood how 
to run things. “Away with all the college 
professors and theorists,” they said. “Oh, 
if only we had a good businessman in there 
running things!” 

Well, here we are and while it 1s almost 
too much to expect that in a short time 
this administration can reverse a 20 year 
trend, the plain facts are that unless the 
so-called business group can change the 
course of things—and for the better—it 
may be turned out in four short years. In 


ROBERT E. GROSS early in his life “hitched his wagon 
to a star” and became president and Board chairman of 
Lockheed Aircraft Corporation, Burbank, California, which 
produced the F-80 Shooting Star, first production jet 
fighter, the Constellation and Super Constellation series, 
and the F-94 Starfire series of all-weather jet intercept- 
ers. But his feet are on the ground in his views about 
sound business methods under the watchful eyes of control- 
lers being a necessity today as is attested by this talk 
given at Controllers Institute’s Pacific Coast Conference. 
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“To be, or not to be; 
that is the question” 


other words, this business group that may 
turn out to have the responsibility may not 
have 20 years in which to perform. It may 
only have four. The time, therefore, is 
short. 

Now if my surmise is correct that the 
business community is going to be tagged 
with the responsibility for master-minding 
and guiding the basic policies of this ad- 
ministration, and if the flavor of business 
is to be strongly spread throughout the 
Government, it seems to me that it ts 
high time that we recognize this responsi- 
bility and try to do something about it 
and as quickly as we can. 


APATHY—BUT WHY? 

It is to me a strange and illogical fact 
that, by and large, the American workman 
who, I guess, with his family comprises the 
largest social group in the country, earns 
his living and is dependent upon the 
American business system, and yet for 
some unaccountable reason he seems to be 
suspicious of it and doesn’t own a very 
large part of it. One would think that men 
and women who are deriving their support 
and livelihood from a given system would 
have a real deep interest in it, would be 
100¢@ for it, and would actually like to 
own a piece of it. Well, it’s remarkable 
how few out of our 150 million people do 
own a part of this system or seem very 
vitally interested in it. They appear to be 
interested in what they can get out of it but 
don’t seem very interested in what they 
can put into it. 

Now why is this? It can't be because 
business has been unprofitable, because it 
certainly has flourished. It can't be because 
the price of ownership in business is par- 
ticularly high, because at least one index 
the price of stocks and investments—is 
certainly not high by comparison with 
other things like butter and Fords, shoes, 
and televisions. It can’t be because the re- 
turn on investments (the ownership in 
business) is less than on other forms of 
saving like savings accounts, because it's 
actually greater. And it can’t be because of 
lack of faith in the capitalist system, be- 
cause no matter what you may think of it, 
nobody can deny that where the capitalist 
system has been put to work, it has pro- 
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duced an abundance and at times even a 
surplus of food and clothing. Its products 
haven't always been well distributed, but 
the system has showed that it could basi- 
cally produce the stuff. 

Why is it then that such a large percent- 
age of our 150 million seem apathetic on 
the general subject of business ? It must be 
for some good reason. Well, I think for 
some reason the man on the street just 
doesn’t seem to trust business and particu- 
larly so-called “big business.”” | know per- 
fectly well that there are thousands and 
thousands of small investors and people 
with low incomes who are buying stocks 
and that their number is increasing every 
day, but nevertheless it is a low percentage 
of the whole. I still think that certainly 
among the great rank and file of labor if 
you own a few shares of stock in a com- 
pany, you are tagged with being a “com- 
pany man.”’ You're over on the other side. 
You're one of the crowd who belong to 
that upper crust of untouchables known as 
those who are allied with big business. 

If I have any indictment to make against 
our friends around the country during the 
last 20 years, it is this. I do say that the 
policies of the last administration drove a 
wedge-—maybe deliberately between the 
system 


common man and the economi 
that supports him and resulted in casting 
aspersions, suspicion, and doubt in_ the 


minds of the common man about the 
soundness and even the integrity of the 
businessman and his venture. 

Now we have a great chance to change 
all this. What can we all do and particu- 


larly what can you as controllers do ? 


THE PARADOX OF CONTROLLERSHIP 

In the first place I feel that the profes 
sion of controller is a fine one, but tt 
presents a strange paradox. To begin with, 
in Most companies the controller ts not the 
chief executive. He is not the absolutely 
top man. Truc, he is usually close to the 
top but he is rarcly it. At the same time he 
is, I feel, very much the focal point in any 
rounded organization. This 1s to say, while 
he doesn’t do any manufacturing himself, 
the results of the manufacturing depart- 
ment feed into him. He doesn't do any 
engineering himself nor any selling him 
self, and yet the results of all these operat- 
ing departments flow into him. He ana 
lyzes them, he evaluates them, he inter- 
prets them. In many companies he has 
corrective powcrs. 

In short, he ts probably better informed 
on the actual status of the corporation than 
any man in it including the president or 
chief executive. He oftentimes ts the 
bearer of good news to his chief and he is 
oftentimes the bearer of bad. But essen- 
tially he is a service department to all other 
departments of the corporation, and he 
has the information and the data to make 
his advice and counsel important and felt. 
Yet strangely cnough he ts the least vocal 


and in my observation the most inarticu 
late functionary in the corporation. Here's 
a man who has at his fingertips all the es- 
sential information about the operations 
of a company and who ought to be able to 
give the most palatable and appealing pic- 
ture of a given business. Yet in my obser 
tion the controller's office is usually re 
garded as a sort of crypt where the dull 
hard facts of life 
stored, with the key presided over by a 
man whom everybody in the business re- 
gards as the man who must always say 
no. 

So, first, I say that you as controllers 
can be more vocal. It is not any consolation 
to hide behind the statement, “Oh well, 
we are doers and not talkers.” I think that 
the controller as a man and as a force in 
the company must be ready to talk more 


good or bad——~are 


BANQUET SPEAKER AT 
CONTROLLERS MEETING 


DR. CLARENCE MANION, former dean 
of Notre Dame Law School, will address 
the banquet guests at the 22nd Annual 
National Meeting of Controllers Institute 
of America to be held in Boston, Septem- 
ber 27-30, 1953. His subject will be 
“The Constitution Is Your Business.” 


and to present his material in a more un 
derstandable, direct, and appealing way. I 
am not suggesting that the president be 
muzzled and that the corporation. state 
ments be issued through the controller or 
that he be the mouthpiece to the public. As 
I said before, his is still a service depart 
ment for the other departments of the cor 
poration. But I do feel that as a protes- 
sional man his role must be recognized 
more by the public. He must have more 
direct contact with the public. 

And somehow he must dispel this com 
pletely unwarranted but unfortunately fa 
tual connotation that the “control 
ler’ has come to mean in the eyes of the 
public; namely, that he is the man who ts 
around with the sharp stick after every 
body and that any material he puts out 
makes pretty dull and hard reading. This 


name 


THE CONTROLLER 


connotation I think ts unfortunate, but it 
is only natural when we think of what the 
word “controller” itself means. It implies 
a hold-down philosophy. While most of 
us think of the controller as the man who 
does have a tendency to hold things down, 
and of course there has to be someone in 
the business who has. this philosophy, 
nevertheless | think it is too bad if we 
think of the controller as a person who 
just sits on the lid, 


THE INTERPRETIVE FUNCTION 


In my concept, the controller has an in- 
terpretive function that 1s his most import 
ant one. And if in the course of his inter- 
pretation he feels called upon to exercise 
a strong and restraining hand, well, all 
right, just as long as he doesn't have a 
closed mind in this direction and ts ready 
to advocate more freedom of action if con 
ditions scem to warrant it. 

As a matter of fact, I feel that the con- 
troller has a very clear obligation to tread 
a path that is between overconservatism 
and overliberalism. I think most people 
feel that the controller's philosophy ts al- 
ways to be overconservative. | am not ad 
vocating that our attitude in 
should desert the fundamental principles 
of soundness. But I do say that it 1s just as 


business 


much an error and it is just as much mis 
leading to play down the value of som« 
thing and deliberately underestimate it as 
it is to go the other way and mislead peo 
ple by placing too great a value on an asset. 

I am really trying to say that controllers, 
having at their fingertips the basic data on 
the whole operation, have a golden op 
portunity to present the facts of our busi 
ness system to the masses in a More attrac 
tive and lucid manner than anybody in 
the business. You can do just as much and 
perhaps more in the way of selling, if you 
will, the American business system to its 
members than public relations men or ad 
vertising agents. You have the incalcula 
ble advantage of the basic knowledge and 
the data and the facts at hand, 
they have to get all their material from 
you. 

It seems to me that as controllers you are 
the best qualified group in the country to 
suggest the changes that we might make in 


whereas 


our business methods that would make the 
business of the country better understood 
and its ownership more desirable and 
broade 

But why should I talk about the prob 
lem unless I have some suggestions ? Well, 
first, | think that if this ts to be a business 
administration, we must make tt possible 
for the so-called businessman to go into 
government. This 1s a very touchy point 
with me. For years now we have been be 
rating the fact that what we necded was 
businessmen in Yet 


more government 
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when this new administration took office, 
the first incident that threatened to start 
the whole thing off with somewhat of a 
black eye was the unfortunate attendant 
publicity that followed over the ownership 
of stock by businessmen in companies 
which sold poods to the Government. 

Controllers ought to be able to help 
formulate some kind of legislation that 
would protect the public and at the same 
time not denude a man of the holdings 
that he may have spent a lifetime in amass 
ing out of the very system he 1s committed 
to protect, 

Here's a thought I had on this matter. 
When a businessman is tapped to go into 
government he would do the following: 


1. Agree to resign, severing his con 
nection with his company or companics ; 

2. Agree to take no remuneration from 
his company other than possible separation 
or severance pay ; 

3. Agree to place his stock in escrow as 
of the day he takes office ; and 

4. Agree that if his stock appreciates in 
value during the period of his govern- 
ment employment, he will, whenever he 
sells it, turn over to the Government that 
portion of the profit that occurred during 
his period of office. At the same time the 
Government will also agree that if his 
securities shrink during his term in gov- 
ernment office, he may use that part of the 
shrinkage that occurred while he was in 
office as a deduction from future income 


tax payments when and if he sells his 
stock. He should also be permitted to re- 
ceive the income from the securities even 
though they are in escrow but at a fixed 
dividend rate. 


THE CONTROLLER 


RETIREMENT CONDITIONS 

I also think it would be worthwhile to 
give some thought to an individual's re 
tirement conditions in this kind of situa- 
tion. A good many men who ought to be 
called upon to go into government are be- 
tween the ages of 35 and 55. These are 
prime years when the man ts probably at 
his very best-—best to render service to his 
government, but also they are his best 
years in providing for his own old age. If 
he leaves the employ of his company to 
serve his government in what are his best 
years, he is not only making financial sacri- 
fices at the present but he 1s penalizing his 
old age security because, in effect, he is 
losing his seniority under his company's 
retirement plan. 

I suggest that one of the things we 
should do would be to insist that no service 
by an executive in the Government would 
penalize him or deprive him of any of his 
rights of seniority under his company’s re 
tirement plan. I would even go so far as to 
suggest that for each year of government 
service he be allowed to subtract a year 
from the date at which his full retirement 
benefits would start. In other words, sup- 
posing an official works for a company 
whose retirement plan allows him to re- 
tire with full benefits at age 65. And sup- 
pose this man gives three years to govern- 
ment service. I suggest that he lose no 
benefits under his retirement plan and 
that he be allowed to retire at 62 with the 
same financial benefits as would have ac- 
crued at 65. 

Now this will undoubtedly require that 
the companies make larger annual con- 
tributions, and I suggest that if they do 
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have to make larger annual contributions 
in the case of such a man, the corporation 
in turn be given some tax relief on the in- 
crement of increased cost thus involved. 

To controllers I am sure such a proposal 
immediately suggests certain technical 
problems—and I am sure it isn’t so simple 
as I have made it appear. But I am talking 
about principles involved and objectives 
to be attained rather than precise methods. 
I believe some such provision should be 
made. I am certain that a practical and 
proper method can be worked out, and no 
group is better qualified to solve such a 
problem. 


PLUS FACTORS 

Whatever you think of it, this plan 
would accomplish several things. In the 
first place, if a man were considering go- 
ing into government, he would know 
that while there would not be any increase 
in his capital during his employment in 
government work, he would also not lose 
capital. He would go into government on 
a given day being worth a given amount 
and he would emerge at some future date 
in as nearly the same position as it is pos- 
sible to put him. He would neither have 
gained nor lost. 

The public, on the other hand, could be 
assured that nothing he might do in his 
official capacity could benefit him person- 
ally in any way whatsoever with respect to 
the stock of his own company. In other 
words, if in his official capacity he were to 
award contracts to his own company in 
which he held stock, while it might do 
the company some good, it wouldn't do 
him personally any good. 

I don’t contend that this is the ideal so- 
lution or for that matter that there is any 
ideal solution. I offer it as pointing out an 
arca that might be explored in the hope 
that it would stimulate experts into sug- 
gesting something that would get good 
people in government without enriching 
them on the one hand or penalizing them 
on the other. 


CONTROLLER’S OPPORTUNITY 


The controller can probably do more 
specific good in the field of depreciation, 
amortization, and reserves than in any 
other. When the average person looks at 
the operating results of an enterprise, there 
are certain elements in the financial state- 
ments that the average person readily un- 
derstands-—sales, costs of sales, liquid as- 
sets, cash, investments, plant account, 
taxes. All these are reasonably understood 
by the average person. But then we come 
to the three areas I mentioned—deprecia- 
tion, amortization, and reserves—and here 
the knowledge stops. 

Yet it is surprising what a large amount, 
in total, the sum of these three items is 
with respect to many balance sheets and 
operating statements. It is not unusual. 


(Continued on page 382) 
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“Busy, eh?” 


Accounting Data for Control Purposes 


John Neter 


Lip service has often been paid to the 
fact that accounting and statistics are re- 
lated. By and large, however, the statisti 
cal point of view has not pene trated the 
accounting area. It 1s the purpose of this 
paper to survey the field of accounting and 
to point out where and how the statistical 
point of view can be used to advantage 
both by accountants and by those who use 
accounting data for control purposes. This 
varvey will not be carried out to any de 
gree of detail nor will ut enter into tech- 
nical statistical aspects. Rather, ut is im 
tended to ask management and account- 
ants some questions wht h, wt is hoped, 
will lead them to review present concepts 


and practices. 


CCOUNTING embraces the collection of 
A great masses of quantitative data. This 
process of collecting data ts often so vast 
that it can easily assume prime importance 
to accountants. One must, therefore, never 
lose sight of the fact that the data are 
gathered for certain purposes. Essentially, 
accounting 1s an aid to management in 
controlling the operation of the business, 
in evaluating the past and planning for 
the future. The emphasis, by and large, 
however, is on the present and the future 
since generally only the present and the 
future, not the past, are amenable to at- 
tempts to exercise control over business 
operations. 


WHY COLLECT DATA 

The use of accounting information as an 
aid in planning and controlling the opera- 
tions of the business requires that the cost 
and accuracy of this information be re- 
lated to the purposes for which the data 
are needed. Furthermore, such use of ac 
counting data demands frequent informa 
tion so that, when necessary, corrective 
action can be taken before too much time 
has elapsed. How does the statistical point 
of view relate to each of these require- 
ments ? Let us consider them tn turn. 

The statistical approach to the gathering 
of information involves consideration of 
the precision of the data needed for the 
particular purpose, as well as considera- 
tion of the cost of obtaining the data. For 
instance, the cost of obtaining accounting 


information and its accuracy must be reé 
lated to its worth in planning and con 
trolling the operations of a business. 
Probably few accountants would quarrel 
with this statement. However, it has a 
much broader significance than ts apparent 
at first glance. Suppose that we could esti 
mate the total value of inventory within 
$1,000 with a given expenditure, and that 
the additional cost of obtaining the ‘ex 
act” value of inventory is $3,000. Is the 
expenditure of the additional $3,000 
worth while 7 

Many accountants, perhaps, have never 
phrased a que stion such as this one be 
cause the tradition in accounting 1s to ob 
tain “exact” figures whenever possible 
This is clearly the point of view of gather 
ing information for its own sake because 
it does not consider whether the informa 
tion is worth its cost. Suppose that the 
“exact” value of the inventory is $1,011, 
305. Would it really make any difference 
for most purposes of controlling or plan- 
ning operations if the inventory 1s 
corded at $1,010,305? In a majority of 
instances in controlling and planning 
business operations, management docs not 
need “perfectly accurate” data, Data which 
are within a certain percentage of the 
“exact” figure are suitable cnough for 
those situations. In that case, why should 
oae spend extra money to obtain “exact” 
data when approximate information 1s 
sufficient 2 


JOHN NETER, assistant professor of Business Statistics 
and Accounting at Syracuse University since 1949, received 
his B.S. degree in Business Administration from Univer- 
sity of Buffalo (1943), his M.B.A. in Accounting from Whar- 
ton School of the University of Pennsylvania (1947), and 
in Business Statistics from Columbia Univer- 
sity (1952). He was instructor in Statistics and Account- 
ing, University of Buffalo, 1946. Many of his articles on 
the application of statistics to accounting and auditing 
have been published in magazines of the accounting field. 


his Ph.D. 


Is the statistical point of view 
needed in their collection and use? 


In gathering data, it seems rcasonabk 
to ask first what degree of precision is re 
quired in the needed information. It may 
be that for certain situations a 1¢¢ error is 
tolerable, for others a LOM error. Once the 
required precision has been stated, the 
next step is to find the method which will 
provide the information with the required 
precision at The optimum 
method may turn out to be a complete 
cnumeration or merely a sample, which 
involves the selection of only part of the 


least cost. 


aggregate under study. Should the “best” 
method furnish the information at too 
xreat a cost, Management may have to be 
satisfied with information 
which can usually be gathered at less cost 


less Precise 


ADVANTAGES OF SAMPLING 

Once it has been agreed that data need 
not be perfectly accurate for most put 
poses of planning and controlling busi 
hess Operations, scientific sampling meth 
ods will find increasing 
accounting. One principal advantage of 
sampling ts that the cost of obtaming data 
by means of a sample is often much less 
than the cost of a complete cnumeration 


usefulness in 


This may be seen from several cases which 
will be mentioned in a momert 

Another major advantage of sampling 
is that the results from a sample are often 
much more quickly available than results 
based upon a complete enumeration be 
cause less data must be processed when 
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sampling is used. This aspect of timel 
ness is Of utmost importance for control- 
ling business operations. Daily or hourly 
accounting information based upon 100 
enumeration may often be almost physi- 
cally impossible or much too expensive. 
Yet daily and hourly data may be physi- 
cally and economically feasible when 
sampling is employed. This subject will be 
further discussed in the next section. 

Sample results may be as accurate or 
even more accurate than those based upon 
a complete enumeration because errors 
which arise in the collection and process- 
ing of the data duce to such factors as 
improperly trained personnel, fatigue, and 
inadequate supervision are often reduced 
in sampling. The volume of data proc- 
essed 1s usually smaller when a sample ts 
used than when a complete enumeration 
is employed so that with a sample better 
training and supervision are possible and 
greater care can be taken in the examina 
tion of individual items. This latier factor 
is particularly important when personal 
judgments are involved, 

The cost and time advantages of sam 
pling also make it possible to collect and 
process more detailed information than 
would be possible and feasible by com 
plete enumeration me thods. As E. S. Root, 
director of research for the Eric Railroad, 
stated recently, “... accountants, by tram 
ing, have a natural aversion to anything 
less than a 100% collection of data. Yet, 
in many imstances, the volume and the cost 
of collecting railroad statistics etther lead 
to methods that produce results of no 
greater accuracy than sound sampling 
would provide at far less cost, or desirable 
and new ded data ave not collected.” 

It should be added that sampling need 
not be confined to the gathering of data. 
It may also be employed in the verification 
of completed work, such as payroll com 
putations. Examples of the successful re 
placement of 100C@ verification by sam- 
pling techniques will be described in the 
next section. 

Sampling, in other words, possesses a 
great many advantages which might be 
usefully employed in the area of account 
ing. The sampling, however, must not be 
haphazard, if reliable results are to be 
obtained. Scientific, statistical sampling 
techniques must be employed in order to 
obtain estimates whose precision can be 
evaluated. Once management decides how 
precisely it must know a certain piece of 
information, statisticians can design sam- 
pling plans to obtain this information 
with required precision at Minimum cost. 
After the data have been collected, statisti 
cians can evaluate the precision of the es 
timate which was actually achieved to 
ascertain if it is approximately equal to 
the required precision. 


THE CONTROLLER 


SAMPLING IN ACCQUNTING 

Several cases will now be cited in which 
sampling of accounting records Was SUC- 
cessfully employed. Particular attention 
should be given to the precision of the 
sample results and the cost savings of 
sampling. The C&O Railroad has con- 
ducted an experiment to estimate interline 
charges on the basis of a sample.? For a 
recent six-month period, Railroad A and 
the Pere Marquette district of the C&O 
wished to determine the amount duc the 
C&O on less-than-carload freight. This 
information is available from the waybills 
(almost 23,000 for the six-month period ), 
but the computations required to deter- 
mine the amounts due the C&O are com- 
plicated and expensive. It was decided 
that the best sampling approach required 
that the waybills be separated into several 
groups according to the amount of the 
waybill, and that cach group be sampled 
separately, Different sample ratios were 
used in cach group. Altogether, a sample 
of about 2,000 waybills—about 9°@ of the 
total—-was selected. Since this was an ex- 
periment, a L00C@ examination was also 
conducted so that the sample results could 
be evaluated. The results were as follows: 


Total amount due C&O as a 


result of complete 100% study $64,651 


Total amount due C&O as 
estimated from sample 


64,568 


Difference $ 83 


It was estimated that the cost of the sam- 
ple was about $1,000, that of the complete 
cnumeration about $5,000. The reader 
ought to ask himself at this point whether 
the additional accuracy achieved by a com- 
plete cnumeration is worth its cost. It 
should be added that the sample error, 
which this time went against the C&O, 
will fluctuate over a period of time so that 
it may well balance out in the long run. 

A test on the interline settlement of 
commercial passenger revenue during a 
five-month period between the C&O and 
Railroads A and B was also conducted 
with the following results: 


100% 5% 
Examination 


RAILROAD A 

1. To'al number of tickets 
2. Total revenue 

3. C&O portion of item 2 
RAILROAD B 


1. Total number of tickets 
2. Total revenue 
3. C&O portion of item 2 


These results are so dramatic that manage- 
ment and accountants ought to reflect on 
their significance. 

The Bell System has pioneered in the 
application of statistical sampling  tech- 
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niques to accounting records. Some of 
these applications have been described 
elsewhere* but will be bricfly cited here. In 
one instance, it 1s necessary periodically to 
determine the distribution of telephones 
by type of apparatus, of which there are 
six. A complete inventory could be taken 
as the plant department maintains records 
showing the type of apparatus at each cus- 
tomer location. A sample is used instead, 
however, because it provides the informa- 
tion more quickly and cheaply, and sub- 
stantially as accurately.4 

E. T. Magruder of the Chesapeake and 
Potomac Telephone Company has de- 
clared in this connection that “the recon- 
ciliation of plant quantities with the ac- 
counting records 1s one field in which 
major savings are in prospect by the use of 
sam pling. We have done enough sampling 
im this field to feel definitely assured of 
success. Continued research 1s necessary, 
however, to reach sample designs of im- 
proved efficiency.’ 

In another instance, the book cost of 
outside plant was segregated by sampling 
methods according to its usage for local, 
state, and interstate business. The propor- 
tion of plant devoted to interstate business, 
for instance, was estimated with a sam- 
pling error of less than 20% and at only 
about one-tenth of the cost of a complete 
survey. Furthermore, declares Mr. Ma- 
gruder, “the sheer size of a complete sur- 
vey mitigates against intelligent and de- 
tailed scrutiny of records {so that} we have 
reason to believe that the sample result is 
more precise than a comple'e survey.” 

Sampling of a company’s billing records 
has been used to obtain information about 
telephone usage, according to the various 
classes of services offered.6 Again, sam- 
pling docs the job with sufficient precise- 
ness, and more rapidly and cheaply. 

Several companies in the Bell System 
have used statistical sampling techniques 
to estimate the current average physical 
condition of their telephone plant." 7 Here 
the problem of errors other than those due 
to sampling was particularly significant in 
view of the importance of judgment on the 


Difference 


Sample Dollars Percent 


14,109 
$325,600 
$212,164 


$212,063 $101 0.05% 


7,652 
$128,503 
$ 79,710 


$ 80,057 $347 0.45% 
part of the inspectors. Indeed, it is felt 
that only a small sample could provide an 
accurate determination in this instance as 
a larger sample would involve human er- 
rors far outweighing the sampling error.’ 
Enough cases have been cited to indi- 
cate the real value of sampling in the area 
of accounting and to suggest to manage- 
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ment and to accountants that the potential 
of this statistical technique as a method of 
obtaining internal company data quickly 
and cheaply is great. 


ANALYSIS OF DATA 

Accounting does not cease with the col- 
lection and recording of data. It cannot be 
stressed enough that the data are collected 
for a purposc—principally, to aid in the 
control of the operations of a business. 
Therefore, the data must be analyzed so 
that intelligent management decisions can 
be made on the basis of this information. 

For that matter, the collection and 
analysis of accounting data are intimately 
related. The collection of accounting data 
must be made with an eye upon the needs 
of management. This involves the type of 
information needed, the precision of the 
data required, and also the need for timeli 
ness in the data. Efficient control of opera 
tions demands timely data so that manage- 
ment is apprised of a change in conditions 
within a short time of such change. 

The reason for stressing timeliness of 
data in connection with the analysis of 
data may become more casily apparent if 
a specific case is considered. Cost account- 
ants calculate many types of variances 
which are designed to indicate whether or 
not certain operations are being conducted 
satisfactorily, and to point out where cor- 
rective action is needed. The longer a pe- 
riod of time clapses before such variances 
are computed, the longer undesirable cost 
situations may exist before they are dis- 
covered. This has been stressed by Carl E. 
Noble, who stated that “vf 7: strongly 
recommended that cost controls... {be} 

we placed as close to the Operation as pos- 
whle and on an hour-to-hour or at least 
day-to-day basis.”’* Mr. Noble further em- 
phasizes that monthly cost variances too 
often cover a heterogeneous set of opera- 
tions over many days, machines, and crews 
and characterize none of the actual opera- 
tions.* 1% In other words if many hetero- 
geneous conditions are lumped together in 
a cost variance, it will be difficuit to locate 
the responsible factors. He, thercfore, 
urges that hour-to-hour or day-to-day con- 
trols be broken down into controls for 
homogeneous operating units. While it 
might be too expensive to obtain daily or 
hourly cost data with enumeration 
methods, sampling may provide this in- 
formation economically and quickly. Not 
only would it be easier to locate causes of 
trouble with daily or hourly cost data for 
homogeneous operating units, but re- 
medial action could be taken at once with- 
out having to await the end of the weck or 
month at which time the need for such ac 
tion would otherwise be disclosed. 


GAINING OBJECTIVITY 


The statistical point of view can also be 


TO SPEAK AT CONTROLLERS ANNUAL MEETING IN BOSTON 


MR. LEWIS 


of great value in the interpretation of ac 
counting data by making some decisions, 
which are presently based largely on judg 
ment, more objective. In the interpretation 
of cost accounting variances, for mnstance, 
one should not b« surprised to find some 
variations from the standards. Such varia 
bility is an integral part of a production 
process. One must, therefore, ask in the 
interpretation of cost accounting Variances 
if the variation is small enough so that it 
can be ascribed to the normal variability of 
the process, or if it is so great that it in 
dicates that some fundamental change has 
taken place which will require remedial 
action. This problem of interpretation 
faces Management and accountants con- 
tinuously and is usually handled without 
the powerful tool of statistics 

A statistical approach to this problem 
would provide a valuable supplement in 
that objective limits could be set which 
would tell readily whether management 
needs to be concerned about the perform- 
ance of a process or not. Such a use of 
statistical techniques has recently been 
suggested by several persons® ' and 
should be given serious thought by man 
agement and accountants. 


CONTROL LIMITS 

Mr. Noble has reported, for example, 
an application of statistical techniques to 
the cost control of waste in a department 
converting roils of paper into sheets.’ 
Past expe rience indicated that about 102 
pounds of paper were wasted, on the 
average, per shift. Control limits were 
computed by statistical methods and 
turned out to be 82 pounds and 122 
pounds. The meaning of these limits 1s 
this: As long as the daily average wast 
per shift is between 82 and 122 pounds 
the process 1s said to be under control; if 
the daily average waste per shift is less 
than $2 pounds or more than 122 pounds 
the process 1s said to be out of control. A 


The program of the 22nd Annual 
Meeting of Controllers Institute 
(September 27-30) will include the 
Honorable Sinclair Weeks, Secre- 
tary of Commerce of the United 
States, speaking on “The Outlock 
Today” at the Monday luncheon 
session and Ronello B. Lewis, con- 
troller, Radio Corporation of Amer- 
ica, whose subject at the Tues- 
day morning session will be “Man 
agement Planning and Control.” HON. WEEKS 


process 1s considered under control as long 
as the deviation from the past average can 
be assumed to be the result of the regular 
variability of the process. A process ts con 
sidercd to be out of control when a funda 
mental change has occurred other 
words, one which will result in cither more 
or less waste in the future. In cither of 
these latter events, the attention of man 
agement should be sought- in one case, to 
seck remedial action; in the other, to find 
out what were the causes of the improve 
ment. 

The operation of these control fimits 1s 
simple. They may be charted on graph pa 
per and each day's ave rage waste plotted 
So long as the average waste stays within 
the control limits, the process 1s to be left 
alone. As soon as a point falls outside the 
limits, action by management ts called for 
It may be added that control should usu 
ally be exercised not only over the average 
waste in the process, but also over the 
variability of the process 

The reader should note carefully how 
simply and specifically management ts 
notified by the use of these control limits 
whether the process is operating satisfac 
torily or not. The objective approach im 
plicit in the statistical techniques is umpor 
tant because the risks of making incorrect 
decisions can be known. In controlling 
business operations, one can incorrectly 
decide to look for trouble when none ts 
pres nt: on the other hand, one can leave 
the process alone when one really ought 
to be looking for trouble. Risks of making 
these incorrect decisions are always pres 
ent, although one cannot specify them 
when judgment decisions are made. The 
use of statistical techniques, however, en 
ables one to know and specify the extent 
of these risks which one ts willing to as 
sume. 

The control charts could have been de 
signed for cach shift rather than for the 


(Continued on page 
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Controllership Foundation Announces a Study of 


State Corporate Income Tax Allocation Factors 


income allocation factors (and their 
diverse definitions) used by states Jevy 
ing corporate income taxes, or taxes based 
on corporate income, is now under way by 
Controllership Foundation, the research 
arm of Controllers Institute of America. 

The project, approved by the Founda 
tion’s Research Exccutive Committee, was 
originally recommended to the Founda 
tion by Controllers Institute's National 
Committee on State and Local Taxation. 
The proposed project was subsequently 
discussed with Institute members at vari 
ous Control mectings, Regional Confer- 
ences and National Committee mectings. 
Active interest in the problem was evident 
and the response was almost unanimously 
in favor of a study of this type. 

After considering proposals of several 
organizations, the University of Michi 
gan'’s Burcau of Business Research was 
awarded the assignment to do the actual 
research. This Bureau is widely known 
for its high-quality and businesslike re- 
search studies. 

The research work involves a compara 
tive and critical analysis of the applicable 
sections of state tax laws, administrative 
definitions of income allocation factors, 
administrative regulations and controlling 
court decisions. 

In addition, it is planned to include 
case histories, illustrating the compound 
ing effect of such diverse income alloca 
tion factors on corporations doing business 
in and subject to income taxes of several 
statcs. 

Companies within reasonable travel 
radius from Ann Arbor or New York 
will be asked to cooperate with the Bu 
reau’s research team and the Foundation’s 


A COMPARATIVE ANALYSIS of the various 


research director in making such case ma- 
terial available. Several companies have 
already offered to supply necessary infor- 
mation. The identity of cooperating com- 
panies will, of course, not be revealed in 
the survey report. 


ADVISORY PANEL 


To obtain the guidance of persons spe- 
cially expert or interested in this phase 
of corporate taxation, J. McCall Hughes, 
chairman of the Foundation’s Research 
Executive Committee, has named the fol- 
lowing members of Controllers Institute 
to the project Advisory Panel: 

Chairman: HENRY L. MAGGIOLO, Com- 
bustion Engineering-Superheater, Inc., 
New York; Vice Chairman: PAUL A. 
RECK, Sperry Gyroscope Co. Div., The 
Sperry Corporation, Great Neck, N. Y.; 
FREDERICK E. BURNHAM, Fruchauf Trailer 
Co., Detroit; Lester M. Etiiorr, Mc- 
Cord Corporation, Detroit; L. Russett 
FEAKES, Johnson & Johnson, New Bruns- 
wick, N. J.; Herbert M. KELTON (al- 
ternate: WALTER CHWALS), United States 
Rubber Company, New York; JAMEs F. 
Litwis, Burroughs Adding Machine Co., 
Detroit; JoHN MCFARLAND, Sun Oil Co., 
Philadelphia; and LA BuRNE C. METZz- 
GER, Philip Morris & Company, Ltd., Inc., 
New York. 

In addition, the following nonmember 
tax experts have agreed to join the panel 
as technical consultants: 

Leo MATTeRSDOREF, CPA, partner, Mat- 
tersdorf & Allen, New York; J. P. Sta- 
PINSKAS, Ford Motor Company, Dear- 
born, Michigan; and WALTER WALSH, 
Chapman, Bryson, Walsh & O'C€ onnell, 
New York. 


If you missed it while on vacation or because of the pres- 
sure of business, you and other executives in your company 
who are concerned with planning, will be interested in an 
excellent report of the changing American market entitled 
“The Growing Market You'll Be Doing Business In,” 
which appeared in the July 4 issue of Business Week. Re- 
prints of this report, prepared by the economic research staff 
of Busimess Week under the direction of Dexter Keezer, 
are available from Business Week at a nominal price. 
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Long-Range Research 
Program Approved 


A long-range research program, as rec- 
ommended by its Research Executive 
Committee, has been approved by the 
Board of Trustees of Controllership Foun- 
dation. 

Both the Report of the Joint Committec 
on Long-Range Research Objectives, with 
Frank S. Capon as chairman, and_ the 
Foundation’s trustees under the leadership 
of President Walter B. Gerould, recog- 
nized that a well-developed long-range 
program is a necessary prerequisite to ade- 
quate Foundation research operations. The 
Foundation’s program will provide a bal- 
anced framework within which its  re- 
search operations will be carried on. Like 
the long-range plans of other corpora- 
tions, the program has sufficient inherent 
flexibility to accommodate to any dynamic 
changes which may occur in the concept 
and practice of controllership. 


Accounts Receivable 
Systems Analyzed 


A compatative study of Accounts Re- 
ceivable Systems, prepared by James W. 
Sattazahn, credit manager of Scott Paper 
Company, Chester, Pa., has been pub- 
lished by Credit Research Foundation. De- 
signed to help the credit executive ap- 
praise his present accounts receivable ma- 
chinery, the study lists eight qualifications 
to which any adequate system must con- 
form. It also gives a detailed analysis of 
the three systems most widely used for 
keeping accounts receivable records, point- 
ing out their strength and weaknesses and 
comparing them on the basis of speed, 
economy and over-all efficiency in rela- 
tion to the size and numerical size of the 
credit department. 

The study was developed in fulfillment 
of the requirements for the Executive 
Award in connection with the Graduate 
School of Credit and Financial Manage- 
ment, sponsored by Credit Research Foun- 
dation, The National Association of 
Credit Men, the Amos Tuck School of 
Business Administration, Dartmouth Col- 
lege, and the Graduate School of Business, 
Stanford University. 

For further information regarding the 
availability of this comparative study write 
to Credit Research Foundation, 229 Fourth 


Avenue, New York 3, N. Y. 
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How Recordak microfilming speeds routines for title-abstract companies 
Just like moving the courthouse 
into the office 


Chesks in title-abstract companies used to beat 
a path daily back and forth to the local courthouse. 


Now, many progressive companies have in- 
stalled compact Recordak Junior Microfilmers in 
the courthouses which they cover. Result 


One clerk makes one trip... and in a matter of 
minutes photographs all the documents filed during 
the day ... for a fraction of a cent aprgee. 

This routine eliminates hours of manual transerip- 
tion... provides photographically accurate and com- 


plete records instead of hurried abbreviated ones. 


And back in the office, the Recordak Microfilm 
copies are filed at the finger Ups... ready for immedi- 
ate reference in a Recordak Film Reader, which en- 
larges every detail sharp and clear. What a difference 
—no confusing “extract” abbreviations to figure out; 
no transcription errors to 
duplicate; no repeat trips 
to the courthouse to verify 
signatures or double-check facts. gpg 


65 different types of business 


—thousands of concerns—now using Recordak microfilming 


to photograph documents instantaneously —for a fraction of a cent 

apuce; to simplify accounting routines; to save up to 999% in filing 

space; lo increase protection, 

Recordak Junior Microfilmer 


Your business 7 


Write today for detailed information on the 


Regardless of its type or size, you should 


investigate Recordak microfilming soon. For 
the chances are this truly remarkable photo- 
graphic process ts already simplifying routines 


which are similar to yours .. . doug a more 


efficient job at a fraction of your present costs. 


. and the versatile line of Recordak 


proc Cas. 
Microfilmers now offered on a surprisingly low- 
cost purchase or rental basis. Recordak ¢ orpora- 
tion (Subsidiary of Lastman kodak Company), 


444 Madison Avenue, New York 22, N. Y. 


SRECORDERK 


(Subsidiary of Eastman Kodak Company) 


originator of modern microfilming—and its application to accounting routines 


Recordak” ts a trade-mark 
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Controllership in Canada: 


10 Tax Problem 


that ‘the best way to solve 
a tax problem is to prevent it,” E. C. 
Lectham, C.A., told the members of the 
Toronto Control of Controllers Institute 
at a recent meeting that “many companics 
do not handle tax proble ms to the best ad- 
vantage and in a ficld as important as this 
one, anything short of the best can be ex- 
pensive. 

Mr. Lectham then presented ten “tax 
proble m preventatives,” as follows: 


1. Have a good working knowledge of 
the Tax Acts, both Federal and provincial. 

2. Take advantape of the tax services 
which are available to you. 

3. Be alert to recognize and anticipate 
4 tax problem. 

i. Solve tax problems at the carliest 
stage and when facts are fresh. 

5. Be persistent and optimistic think 
positively about tax problems —always 
look for reasons why you can overcome ob- 
stacles rather than for reasons why you 
can't 

6. Develop a good line of communica- 
tion from top Management to tax Manaye- 
ment. Spread tax knowledge to other 
semior officers. 

7. Delegate tax work in your Company 
according to a well-detined plan. 

%. Develop or increase tax knowledge 
among employes who assist you in the ad- 
ministration of tax affairs. 


Preventatives 


9. Discuss problems in a general way 
with officials of other companies whose re- 
sponsibilities parallel yours. 

10. Support the Canadian Tax Founda- 
tron. 


The application of the ‘‘ten tax problem 
preventatives,” Mr. Leetham declared, 
should go a long way toward eliminating 
many tax problems, but some others will 
remain. 

He then reviewed current assessment 
practices and the handling of assessment 
problems, with the following observa- 
tions: 


“In duc course, your tax returns, having 
been carefully prepared and checked, are 
filed. Subsequently, you have a visit from 
on assessor. At this point you start to facili- 
tate the eventual handling of any tax prob- 
lem that may arise. He has come in to 
check over your records and obtain further 
information on points that have arisen in 
his mind from a review of your returns at 
the tax office. Give the assessor comforta- 
ble working quarters and supply him with 
all re quested information, Documents, 
statements and other financial information 
should be handed to the assessor by one 
official only. Likewise, any explanations 
other than those on the documents should 
be supplied by the same official, or by an- 
other person at his request. By funnelling 


cate 


“Treasurer or not, Parker—confine yourself to just cleaning out 
your desx like the other employes when they’re discharged!’ 
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information through one individual, you 
maintain full contact with all develop- 
ments in the tax audit and you make cer- 
tain that explanations and related informa- 
tion have been presented by someone with 
tax knowledge. After the assessor com- 
pletes his examination, he may have some 
items which he has added to taxable in- 
come as a result of his check. Remember, 
assessors are fair but they must go by the 
rule book and their powers are limited. 
Assessors are not authorized to exercise 
discretion. 

“If you can't agree with the assessor, 
you may ask for a hearing with his chief. 
He has, naturally, somewhat broader 
powers than the assessor. It is at this point 
that your facts should be prepared and 
presented with great care, because this is 
one of the most important stages of an 
assessment. Always keep in mind that, 
after an assessment has actually been ts- 
sued, it is difficult to have it changed. You 
may, if you wish, carry an assessment dis- 
agreement to high levels in the tax depart- 
ment, or even to the courts. In most cases, 
however, the fairest and most satisfactory 
settlements are arrived at by a review and 
discussion of your problem with a senior 
tax official. The tax department is just as 
interested as you are in bringing an assess- 
ment to a close. It is surprising how many 
cases that appear to be heading for the 
Appeal Board are settled by a ag 
approach and the introduction of such ad- 
ditional facts as may have been discovered 
since the original submission of the case. 

“Let us assume for the moment that 
disagreement persists to the point that you 
are dissatisfied with an assessment that has 
been issued. If you wish to carry the mat- 
ter further, you file a Notice of Objection, 
by registered mail, within 60 days from the 
date of the notice of assessment, giving 
reasons for objecting and relevant facts. 
If no Notice of Objection is filed within 
the time limit, the assessment becomes 
binding. 

“Once a Notice of Objection is filed, 
you may make an appointment with the 
local tax official who handles these matters, 
taking your appropriate tax advisors 
along. This is another official with whom 
you can discuss your case and with whom 
you can leave a memorandum of any addi- 
tional facts that have been discovered. 
This memorandum will be sent to Ottawa, 
to the Appeal Section. 

“The Department may then confirm or 
vary the assessment, or re-assess, by notify- 
ing the company by registered mail. Now 
you review and appraise your situation 
again before going to the Tax Appeal 
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Board. If your case is good, go ahead. The 
assessment, or re-assessment, can then be 
appealed within 90 days to (1) The In- 
come Tax Appeal Board, or (2) The Ex- 
chequer Court of Canada. 

“It is at this point that the facts sur- 
rounding the assessment are really gone 
over in a painstaking manner by the De- 
partment’s solicitors and assessors. The 
case in point might even be referred to 
the solicitors of the Department of Justice 
for their opinion. When a tax dispute is 
about to get into Court, the chances of 
making a compromise with the Govern- 
ment may be better than at any previous 
stage. When you get to this point, don't 
try to get every last item decided in your 
favour. You will get more, and go further, 
by having a spirit of give and take. 

“Some of you may think that I have 
overemphasized the importance of income 
tax problems, but this is a point of view 
with which I must disagree. Any expense 
which takes away from your company a 
sum consisting of 50¢ to 60% of its net 
income deserves the most careful attention 
it can get. A simple way to relate the im- 
portance of income taxes to other expenses 
of your company is to calculate the per- 
centage relationship between your income 
tax bill and your outlay for wages or pur- 
chases of raw materials. You will find that 
your income tax bill, expressed as a per- 
centage in this manner, is remarkably 
high. 

“In conclusion, let me quo‘e the words 
of Lord Tomlin who said, ‘Every man 15 
entitled, if he can, to order his affairs so 
that the tax attaching under the ap propri- 
ate acts is less than wt otherwise would be. 
If he succeeds in ordering them so as to 
secure this result then, however unappre- 
ciative the commissioners of inland vreve- 
nue or his fellow taxpayers may be of his 
ingenuity, he cannot be compelled to pay 
an increased tax.” 


U. S. Investments 


In Canada Mount 


United States investors spent a total of 
$697 million in Canada in 1952, bringing 
total American investments to a record 
$8 billion. 

The Bureau of Statistics, Ottawa, in 
making this estimate, emphasized that the 
major proportion of American capital has 
gone into such industrial developments as 
oil and iron ore. American investors put 
$124 million into the exploration and de- 
velopment of oil wells, $90 million into 
mining and $50 million into transporta- 
tion, which included oil pipe lines. 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 
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BOSTON 
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Condensed Statement of Condition, June 30, 1953 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and Due 


from Banks and Bankers 
U.S. Government Obligations 
Loans and Bills Purchased 
Public Securities . 
Stock of Federal Reserve Bank 
Other Securities and Obligations 
Credits Granted on Acceptances 
Accrued Interest and Accounts 

Receivable . 
Real Estate Bonds and Mortgages 
Bank Premises 

Total Resources 


LIABILITIES 


Capital . . 

Surplus Fund. 

Undivided Profits 

Total Capital Funds 

Dewposite® .. « « 

Foreign Funds Borrowed 

Less: Own Acceptances Held for 
Investment. 


Jividend Payable July 15,1953 . 
Items in Transit with Foreign 
Branches 
Reserve for Expenses and Taxes 
Other Liabilities. 
Total Liabilities 


LUTHER CLEVELAND 
Chairman of the Board 


WILLIAML. KLEITZ 


DIREC 


Chairman of the Board, 
Duke Power Company 
J) LUTHER CLEVELAND Chasrman of the Board 
W. PALEN CONWAY 
CHAKLES P. COOPER President, 
The Preshytertan Hospital in the City of New York 
WINTHROP M. CRANE, JR Chairman of the 
Board, Crane & Coa., Inc., Dalton, Mass 
STUART M. CROCKER Chairman of the Board, 
lhe Columbia Gas System, Inc 
of Darts Polk Wardwell 
Sunderland kKiendl 
CHARLES F. DUNLAP President, 
The Beruwind-W hite Coal Mining Company 
WALTER S. FRANKLIN President, 
The Pennsylvania Railroad Company 
LEWIS GAWTRY 
CORNELIUS FL KELLEY Chatrman of the Board, 


Anaconda Copper Mining Company 


GEORGE G. ALLEN 


JOHN W. DAVIS 


. $ 33,951,066.99 
9,000,000.00 
61,484,970.01 
7,693,213.25 


11,000,177.70 
7,126,817.13 


$100,000,000.00 
200,000,000.00 
88,468,697.00 


$ 14,507,378.24 


§5.4$46,612.87 
$ 8,660,765.47 
4.756,000.00 


1,109,895.67 
18,182,408.48 
7,892,193.32 


LGVA 


LONDON 


$ 796,080,119.23 
595,179,890.81 
1,332,892,467.41 


140,256,245.08 
$.446,899.49 
$2,862,855,622.02 


$ 488,468,697.00 
2,4343,966,762.28 
825,000.00 


39,595,162.74 
$2,862,855,622.02 
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ALFRED THOMAS 
Vice-President 


THOMAS P.JERMAN 
Vice-President 


TORS 


WILLIAM L. KLEITZ 
CHARLES 5. MUNSON) Chairman of the Board, 
tar Reduction Company, Ine 
WILLIAM ©. POTTER 
GEORGE FE. ROOSEVELT 
CARROL M. SHANKS President, 


the Prudential Insurance Company of America 


EUGENE W.OSTETSON Chairman, Lxecutive 
Commattee, Ulinoss Central Railroad Company 


KENNETH ©. President, 
Imerican Cyanamid Company 


THOMAS J WALSON of the Board, 
International Business Machines Corporation 


Preadent 


of Roosevelt & Son 


CHARLES E. WILSON 


rustee, 
The lord loundation 


ROBERT W. WOODRUFE Chairman, 


xecutive Committee, Lhe Coca-Cola Company 


Federal Deposit Insurance Corporation 
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R. C. JOHNSTONE 
Blalock Machinery & 
Equipment Co. 
Atlanta 


CARL M. BLUMENSCHEIN 
Container Corporation of 
America 
Chicago 

Carey 


GORDON E. GRUNDY 
Studebaker Corporation of 
Canada, Ltd. 
Hamilton 

Trinity Court 


ERLIND H. THORSTEINSON 
National Supply Company 


Pitsburgh 


HANS C. TODT 
Bristol Laboratories, Inc. 


Syracuse 


Kahian Bachrach 


HARRY Y. WRIGHT 
Fidelity and Deposit 
Company of Maryland 
Baltimore 


WILLIAM H. ZIMMER 
The Cincinnati Gos & 
Electric Company 
Cincinnaut 


ARTHUR L. CABLE 
Los Angeles Brewing 
Company 
Los Angele s 


H. S. HEVERN 
Puerto Rico Water 
Resources Authority 
Puerto Rico 


JOHN M. ROBINSON 
The DeVilbiss Company 


Toledo 


JAMES H. ETESON 
State Mutual Life Assurance 
Co. 

Boston 
1953-1954 
PRESIDENTS 
OF CONTROLS 
OF 
CONTROLLERS 
INSTITUTE 
* 


Pictures of the rematning 
25 Control Presidents will 
he published tn the Sept 
of THE CONTROLLER 


Thomas 


NELSON T. HAMPSON 
Lowe Paper Company 


New York City 
Powell 


STEPHEN A. LIPSCOMB, JR. 
Camp Manufacturing 
Company, Inc. 
Richmond 


L. W. BENNETT 
Sunray Oil Corp. 


Tulsa 


MARSHALL E. HOYT 
Nash Engineering Company 


Bridgeport 
Halle 


WILLIAM A. CRICHLEY 
Diamond Alkali Company 


Cleveland 


HUGH J. WARD 
Pennsylvania Railroad 
Company 
Philadel phia 


Moulin 


WAGNER J. D’ALESSIO 
California Casualty 
Indemnity 
San Francisco 
Wright 


JOHN A. TAUER 


Great Northern Railway Co. 


Twin Cities 


Olan Mills 


GLENN R. STOUTT 
United Hosiery Mills Corp 


Chattanooga 


HARRY J. W. FRAVERT 
The Monarch Marking 
System Co. 
Dayton 


JOHN E. GRIFFITH 
Phoenix Title and Trust 
Company 
Phoenix 
Hausamann 


REGINALD W. PORTER 
Van Norman Co. 


Springfield 


THOMAS CHAMBERS 
British Columbia Electric 
Co., Ltd. 
Vancouver 


Reeves Melkon 
} 
7 
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Successful Incentive 


Programs 


Require Sound Basic Concepts 


ASIC CONSIDERATIONS for successful 
programs for production and 
maintenance employes were outlined re- 
cently by John W. Roberts, vice president, 
Albert Ramond and Associates, before the 
Society for Advancement of Management. 
Mr. Roberts declared that ‘‘an incentive 
plan to be equitable over a period of years, 
which will include wide fluctuations in 
business levels, must rest on a sound basi 
concept. This concept must give full rec- 
ognition to the desires of the employe, 
the company, and the public. 

“The employes want a consistently ac- 
curate evaluation of their performance, 
enough strength in the incentive to be at- 
tractive, equitable distribution of their 
earned extra compensation and high cover 
age so that all have an opportunity to earn 
extra pay. 

“The company wants the highest pos- 
sible production consistent with quality, 
safety of the employe, and proper control 
of the process and equipment 

“The public wants a good product at a 
fair and reasonable cost.” 

He also pointed out that there must be 
a reasonable attitude and a full effort on 
the part of both management and em 
ployes. 

Appreciation of these concepts by both 
management and the employes will help 
the business to remain successful) which 
means to the employe, steady employment, 
good working conditions, and better-than 
average wages, he declared. 

Future trends in incentive programs as 
they will relate to production and maint« 
nance employes were outlined as follows 


by Mr. Roberts: 


Core rage 

“In the next ten years coverage with 
incentives in industry wili increase sub 
stantially over the present 50 level. I 
would expect to see coverage at an average 
of 60% or more by the year 1962. These 
gains will come from increased coverage 
of maintenance, transportation, indirect 
and clerical occupations. 

“The biggest defect faced is that in 
times of great emergency we have no ade- 
quate ‘quickee’ solution to incentives for 
war emergency or associated production 


Basis for Incentives 

“Time study will continue to be used 
as a medium for measuring equipment and 
man performance. In some special in- 
stances the use of pre-established standard 
times for determining the best method 
and the work involved in the operation 
will gain increased recognition. Because of 


improved understanding by company in 
dustrial engineers, and the availability of 
qualified and enlightened professionals 
for assistance, there will be a general im- 
provement in the de sign of new incentive 
applications. There will be improved 
maintenance and administration of the in 
centive program of the future. New plans 
will, in addition, 
guides for an arbitrator, to be used where 
the work standards or the incentive 
strength ts questioned by the employes 


contain substantial 


The Controllers Are Coming- 
TO NEW ENGLAND FOR THE 
CONTROLLERS INSTITUTE 
1953 ANNUAL MEETING 


September 27-30 


Protection of the worker 

“Most employes and union officials 
agree that since management ts responsible 
for safe working conditions, the quality 
of the product, the proper operation of 
cquipment, that the responsibility for the 
development, maintenance and adminis- 
tration of the incentive program should 
rest with the company. However, they feel 
that in accepting an incentive program, 
the worker should have adequate prote: 
tion and an opportunity to be helpful. 
Here are some recent requests of union 
spokesmen: 


1. They would like to be fully in 
formed about the incentive plan before its 
application, and given the chance to make 
constructive sugeestions. 

2. They want 
as to the administrative policies that are to 
be followed, especially as they refer to 


a clear understanding 


the changes in incentive rates as conditions 
are changed. 
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3. They would like grievance and arbi 
tration procedure where the plan does not 
provide adequate Me Compensation 
or where there ts no incentive coverage 

During trial periods, lost time 
changes in production, oft-standard 
work, they would tike a guarantee of past 
average carnings. 

5. They like to 
changes, rearrangement of work loads, or 


would have method 
changes in crew size come as the result of 
mutual agreement. 

6. In where an 
gram is terminated, or replaced by a new 
one, they would like protection of their 
carnings prior to such change 


Cases incentive pro 


“These demands are bound to have 
some influence on the future incentive 
trends. 


Incentive Strength 

“Incentive plans for the future will 
contain greater incentive strength, or a 
higher pay-off ratio, whichever way you 
choose to express it. This, partly because 
of union pressure for a higher minimum 
incentive Opportunity and which pressure 
will be increased as industry continues its 
drive for technological improvements that 
take the high-effort work and man power 
out of industry. 

“Another substantial influence will be 
the 50% pay-off rate now in ctfect for 
overtime work. Industrial America has 
long forgotten that this premium was sup 
posed to act as a penalty and deterrent 
The practice gained headway during the 
emergency of World War I. At that tum 
the Chief of Ordnance and Quartermaster 
General issued the following statement, 
dated November 15, 1917: 

‘The theory under which we pay time 
and a half for overtime is a tacit recogni 
tion that it 1s unnecessary and always un 
desirable to have overtime. The excess pay 
ment ts a penalty and intended to act as a 
deterrent. There is no industrial 
which needs closer watching in time of 
war. 

“In the depression years from 1932 
1938, preceding the armament prosperity 
that had its beginning in 1939, the Federal 
Government influence a 


abuse 


continued to 
number of conditions of employment 
Among these were the 
of work and the penaity for overtime 
When the Fair Labor Standards Act was 
enacted in 1938, it provided that after the 
second year of 10-hour 
weck for most of industry would be estab 


maximum hours 


its Ope ration a 
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lished and time and a half was to be paid 
for all time worked over this figure. 


Y Flat Rate vs Overtime 


£ 
eliminates this 


“The high penalty for overtime work 
was conceived to counteract a low employ- 
ment temporary condition in our € onomy 
It has remained in effect in these emer- 

| gency times in the role of an unwelcome 
| boarder. It 7s out of balance with all wage 
_ and incentive concepts. During emergency 
periods it becomes a pay for ‘inconven- 
sence’ and accordingly should be a flat rate 
per hour so that all employes are accorded 
| equitable treatment. It has become a costly 
_ luxury in our wasteful governmental oper- 
ation and has created untold industrial 
| relations problems in industry by consist- 
ently making it possible for hourly paid 
/cmployes to outearn their immediate 
supervision when substantial overtime is 
| necessary. It exerts an undue influence on 
the strength of incentive programs. I 
| have heard many times in substance the 
| following remark from an employe: 
| ‘Why should I work at a high incentive 
| pace and get a 25% bonus when I can loaf 
_and get a 50% bonus for working over- 
time ?’ 


EASY AS THIS! 


3. out come the 
collated pages... 


2. As her foot 
releases pedal... 


T. She quickly 
loads the Thomas. 


Incentives Are Here to Stay 

“Incentives based on time study have 
now been in effect in this country for more 
than 50 years. They have been singularly 
successful in uniting the interests of man- 
agement, employes, and the by 
creating reduced costs of manufacture, in- 
creased employe carnings, and lower 
prices to the consumer. Accordingly, they 
have been in harmony with our economic 
and cultural pattern. 

“It is not extravagant to say that incen- 
tives are here to stay and the trend for the 
future will be toward greater coverage 
wich custom-designed incentive programs 
based on sound and durable principles.” 


6. and releases 


4. always under 5. She depresses 
it as she stacks* 


her inspection! the pedal... 


*Elapsed collating time 5 seconds per set! 


FIGURE IT OUT: 


She does the work of five girls-—faster, more accurately, and 
without confusion as she gathers 2 to 16 sheets into sets in one 
quick operation. She saves you from the chore of chasing around 
from department to department, to scare up more help, And she 
beats those last-minute deadlines with time to spare! What's 
more, with the adjustable trays, she can handle almost any job 
from 3” x 8” to 19” x 24” whether it be price list, sales bulletin, 
house organ, directive, or any one of LOL different jobs. 


Embezzlements— 
Large and Small 


Why faithful employes steal from trust- 
) ploy 


. sreste ore info on how to save time, build up : 
uf you're interested in more I ing employers is the subject of a 12-page 


135 Sales and Service Offices 


efficiency by as much as 500°), and get out rush jobs without 
rushing, write us for free faet-filled illustrated folder and 
collating analysis sheet. 


Thomas Collators, Inc., Dept. K - 


30 Church St., New York 17, N. Y. 4 


sheet. 


ol la tors 


from Coast to Coast 


Please send me folder No. 111 and collating analysis 


booklet, entitled “The Boss and Twenty 
Thieves,” issued by Indemnity Insurance 
Company of North America. Written by 
Fred McCord, Philadelphia newspaper- 


| man, it describes in fictionalized form case 


histories from the company’s records of 
embezzlements, large and small. 

The booklet, which is in pocket-size 
format, describes why people in trusted 
positions suddenly turn dishonest and 
some of the methods used to conceal their 
thefts from their employers. Mr. Mc- 
Cord’s research indicates that years of serv- 
ice or closeness of relationship are no 
barriers to dishonesty. Of the case histories 
selected at random by Mr. McCord only 


| one discloses that the embezzler had a 
| criminal record prior to being hired by the 
| company from which he stole. 
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Management Executives Concerned 
With Communist Threat to U. S. Production 


and Communist sympa- 
thizers continue to pose a threat to 
vital U.S. defense production facilities ac- 
cording to nearly a thousand executives in 
industry, labor, and government cooperat- 
ing in a study recently completed by the 
National Industrial Conference Board. 
The study points out that the responsibil- 
ity for solving the problem rests squarely 
on industry. The Armed Services and other 
federal agencies at best can only give 
needed advice. 

Companies surveyed were careful to 
point out the dangers of indiscriminately 
accusing men of being Communists, and 
of ‘witch hunting.” Industry vigorously 
protests these practices and avoids them in 
setting up their sccurity programs, the 
findings disclosed. 

This does not imply that companies are 
doing nothing about suspected Commu- 
nists. On the contrary, the Board found 
they are trying, without hysteria, to locate 
those men on their payroll who, upon in- 
vestigation, appear to be Communists or 
Communist sympathizers. If possible, these 
individuals are then climinated from the 
payroll or moved out of vital areas in the 
plant. 

Only a relatively small number of com 
panies cooperating in the study have de 
veloped or maintain a file on local and na 
tional subversives and “front” groups. 
However, an increasing number are doing 
50. 

Company files and individual dossiers 
studied in connection with the report re- 
veal that sufficient documentation, together 
with accuracy of information and reliabil- 
ity of source unveil the bad risk. The 
thinking of security executives is summed 
up in the following typical statement: 
“You don't have to have their party cards 

but, it does take careful compilation of 
facts, not rumors, and if you want to make 
the effort, those facts are available: in con- 
gressional hearings, commercial intelli- 
gence services and publications, press clip- 
pings, and ‘tips’ from other security officers 
and law enforcement agencies.” 

Cooperators in the survey agree that onc 
of the first steps that should be taken to 
improve security is better screening and 
investigation of job applicants and new 
employes. Companies report that a major 
part of their security efforts is directed to 
ward keeping the security risk and Com 
munist follower off the payroll. Many com 
panics state that it is an area in which « ffec- 
tive steps can be taken and that even 
though they may have to live with the 
risks they have, they can pretty much pre 
vent hiring new oncs. 

The Conference Board notes that a dis- 
loyal employe already on the payroll is, in 


the opinion of security personnel, the 
major threat to American industry. If he is 
known as a Communist sympathizer or 
party member, some believe he is less of a 
danger because he can be watched. 

The study reveals, however, that some 
security executives take exception to this 
attitude. They agree that just because you 
know an individual is a security risk, a 
Communist follower or party member, is 
no reason for complacency. They believe 
he is a threat as long as he is in the plant. 
These executives recommend that 
means be found to get the security risk out 
of the plant. 

Establishment of good security is im- 
paire d by the fact that in many, if not most, 
instances, Management's hands are tied 
when it comes to getting rid of a security 
risk. Labor laws, union contracts, and the 
Bill of Rights can be used, or perhaps per- 
verted, to cover up and protect the sub 
versive and potential saboteur. Coopera 
tors in the study report numerous instances 
of this happening. 

Yet, the hundreds of companies and tn- 
dividuals cooperating in the study do not 
advocate revoking the Bill of Rights, 
breaking union contracts, or scuttling the 


some 


labor laws. Such measures, they say, would 
not solve the problem but only support the 
propaganda of the subversives and fellow 
travelers. 

The Conference Board reports that 
some companics have been able to negoti 
ate successfully with their unions for the 
inclusion in their labor contracts of clauses 
which they believe can aid them in getting 
rid of the security risk. Among these are 
nonsubversive clauses with violation suffi 
cient cause for dismissal; extension of the 
probationary period; and use of demo 
cratic process Clause 

According to the study, a large number 
of executives in industry and labor urge 
government assistance to help companies 
get rid of the potential saboteur and sub 
versive. A number of cooperators urge that 
where proof exists that an employe is a 
Communist or a security risk the company 
should be legally protected against possi 
ble damage suits resulting from the dis 
charge or transfer of the employe. These 
cooperators, at the same time, urge that 
the individual’s rights, both as a citizen 
and as a union member, be protected by ju 
dicial review and court procedure 
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Preparing Consolidated Statements for Management 


(Continued from page 364) 


OPERATING STATEMENTS 

Let's now look at the operating state 
ments under the various consolidating 
methods. Generally speaking, the similar 
items are combined and intercompany 
transactions such as sales between com- 
panics, charges such as interest, adminis 
tration, etc., are offset against cach other 
coming out with the results of operation 
in relation to the outside world. We pre 
viously discussed the computation and 
climination of profits in the inventorics 
from the balance sheet standpoint. This 
‘ame profit must be eliminated from cost 
of sales when preparing the statement of 
profit and loss. 

Previously, | gave an example in which 
the fixed assets of the consolidated group 
were written down to some amount less 
than the combined amounts appearing on 
the books of the parent and subsidiary. 
When this condition exists, you can 
readily see that the profits of the combined 
group cannot be added to the consolidated 
surplus since the profit of the subsidiary 
will have a charge for depreciation while 
the balance sheet of the combined group 
will have no fixed assets upon which de- 


preciation was taken. Therefore, some dis- 
position must be made of the depreciation 
charge on the assets acquired at the date 
of the original acquisition of the subsidi- 
ary company. Probably the most logical 
method of disposing of this depreciation 
charge made by the subsidiary is to simply 
reverse it and present the consolidated 
profit and loss statement of the group with 
only the depreciation charge resulting 
from the assets held by the parent com- 
pany. 

This point could be argued on the 
theory that the profit and loss statement 
docs not fairly present the combined re- 
sults of operations since it does not have 
depreciation charged against profits. If 
this position is taken, another method 
would be to credit the depreciation charge 
by the subsidiary directly to the surplus ac- 
count of the combined group. This method 
of presentation would indicate to manage- 
ment that the depreciation is properly 
chargeable against the combined results of 
operations even though the fixed assets of 
the subsidiary have been written off the 
balance sheet. 

This position could also be justified if 
the replacement costs of the fixed assets 


head. 


and at proper cost. 


A Timely 
FOR DOLLARS! 


e@ Companies subject to excess profits tax are advised by 
tax experts to allocate cheap dollars to nonrecurring 


projects such as surveys of important items of over- 


We suggest as such a project the Survey and Audit of 
your Company's Insurance Program. This will assure 
your Directors that adequate insurance is being carried 


HERBERT L. JAMISON & CO. 


Insurance Survey, Audit and Advisory Service 
270 MADISON AVENUE, NEW YORK 16 


are substantially greater and some charge 
should be made against the operations 
while the fixed assets themselves are under 
surveillance in relation to the possibility of 
having them scrapped and new facilities 
take their place. However, when these 
conditions exist, it becomes very danger- 
ous for management to look at the results 
of operation and apply certain earnings 
ratios to the various capital sections of the 
consolidated balance sheet and then say 
we are doing a good or bad job, depending 
on how these ratios come out. 

I would think that there are more cases 
wherein the operating statements should 
be revised quite independently of the con- 
solidated balance sheet when the purchase 
price of the subsidiary is quite different 
from the book value of the subsidiary. If 
this is not done, management can become 
very much misled in its future planning in 
so far as setting of selling prices, divided 
policies, and retaining a competitive posi- 
tion in relation to other industries and in 
so far as what must be done for the per- 
petuation of a successful business enter- 
prise. 


MINORITY INTEREST 

I believe at this time it might be well if 
we discussed briefly the effect of minority 
interests on the operating statements. Mi- 
nority interest as we normally think of it 
is the proportion of the net worth of the 
subsidiary attributable to all the share- 
holders of the subsidiary other than the 
parent company. It also is the proportion 
of the earnings of the subsidiary attributa- 
ble to such shareholders. 

Minority interest in the earnings of the 
subsidiary is a definite charge to the profit 
and loss of the consolidated group and if 
the subsidiary suffered a loss, the minority 
interest would naturally be a credit to the 
profit or loss account. This charge is com- 
puted by applying the percentage of com- 
mon stock not owned by the parent to the 
total earnings of the subsidiary. If the sub- 
sidiary has outstanding preferred stock, 
one year's dividend requirements should 
be deducted from the subsidiary’s earnings 
before the common stock percentage 1s 
applied. 

There are many other situations exist- 
ing which arise when consolidated state- 
ments are prepared. Some of these be- 
come very intricate and it would take 
considerable time to explain each of them. 
I have attempted to give you only a few of 
the more common problems that exist. 
The ones that were discussed here, I be- 
lieve, would exist on practically every 
consolidation in some form or other. 
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Burton To Be Honored At 


Tax Institute Dinner 

The Albany, Buffalo, New York City, 
Rochester and Syracuse Controls of Con- 
trollers Institute will participate in a din- 
ner honoring retiring New York State Tax 
Commissioner E. W. Burton to be given 
on Tuesday, September 8, at the Waldorf- 
Astoria Hotel, New York. 

Throughout his long and honorable ca 
reer, Commissioner Burton has been a very 
exceptional public official in the way in 
which he has closely cooperated with in- 
dustry in achieving a soundly adminis- 
trated tax system. 

Also participating in the affair are the 
Tax Executives’ Institute, the National Tax 
Association, the Federal Tax Forum, the 
Commerce and Industry Association, and 
the New York State Society of Certified 
Public Accountants. 

A number of Tax Commissioners from 
various states are invited and U.S. Com- 
missioner of Internal Revenue T. Coleman 
Andrews and Elbert Parr Tuttle, general 


counsel of the Treasury Department, have 


accepted their invitations. 

La Burne C. Metzger and Henry L. 
Magyiolo represented the New York City 
Control at committee meetings arranging 
the function. 

Those desiring to obtain dinner reserva- 
tions should contact the Dinner Commit- 
tee, ¢/o The Tax Executives’ Institute, 60 
East 42nd Street, New York, N.Y. 


Lybrand Award Winners 
Named by NACA 


The winners of the Lybrand Award 
medals, honoring the authors of the most 
outstanding contributions to the literature 
of industrial accounting during the past 
year, have been announced by the Na- 
tional Association of Cost Accountants. 

The Gold Medal to the first place win- 
ner was won by Roger A. Kosloske, ex 
pense controller, Micro, a division of Min- 
neapolis-Honcywell Regulator Company, 
for his outstanding paper entitled ‘Sub- 
stantiating Quantity Discounts.” 

The runner-up Silver Medal was taken 
by I. Wayne Keller, assistant controller, 
Armstrong Cork Co., Lancaster, Pa. His 
paper was entitled “Shall We Lease or 
Buy Equipment 


Dewhurst to Run 
20th Century Fund 


On August 9, J. Fredersc Dewhurst, 
economist of the Twenticth Century Fund 
since 1933, will succeed Evans Clark, the 
fund's first executive director, who is re- 
tiring after 25 years in the post. Mr. Clark 
will become a member of the board of trus- 
tees upon his retirement. 

The fund, established in 1919 by the 
late Edward A. Filene, of Boston, has an 
endowment of more than $10 million and 
devotes its activitics to research and public 
education on economic questions. 
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The Controller in a World of Change 


(Continued from page 368) 


for example, to find that the sum total of 
these three items results in a dollar figure 
that ts as high as 15 or 20 per cent of the 
total business done by the company in a 
year. This large figure, I believe, is not un- 
derstood and appreciated by 90 per cent 
of the people who look at the operating 
results of a business. 

I am almost sure that it is not under 
stood by the majority of the labor force. 
It constitutes, therefore, a big cut of the 
whole corporation pic that an uninformed 
man mistakenly regards as hidden profit, 
CXCCSS profit, understatement or overstate- 
ment of value-—according to how he may 
personally feel that morning. I believe it 
is the largest single element in creating 
this distrust of big business that [ contend 
lurks in the mind of the common man. 

Now I do not say that the man in ques 
tion would state it that clearly or that 
simply. I do not suppose he really knows 
why he distrusts big business. But I do 
say that the fact that he does not under- 
stand these items or know why they are 
necessary is the fundamental reason for 
his skepticism—-whether he attributes it to 
this reason or not. Again, the time-worn 
attitude of the average worker is that the 
corporation never shows its real hand but 
is making too much money anyway and 
that under any conditions it ts making 
more than it admits. 

I do not think that controllers as a class 
have done enough to explain clearly and 
simply what these items are and why they 
are necessary. I further say that tf you can 
do so you will remove one of the greatest 
difhculties toward getting the honesty and 


soundness of big business better under 
stood. 

Maybe the easiest way to illustrate what 
I mean is by comparing the balance shect 
and operating statements to design com- 
petitions or product contests or the like. 
For instance, in many public competitions, 
whether it be for the design of a prefabri- 
cated house, or a contest to find a name for 
a product, or competition for design of a 
naval warship—-the judges frequently lay 
down the contest rules. Those rules very 
often tell you beforchand the relative 
values or points that are to be allowed for 
certain Characteristics of the article. For 
example, there will be so many points, 30, 
for simplicity of design, 25 points for case 
of manufacture, 10 points for financial re- 
sponsibility of the designer, and so on. 
But down at the last there is very often a 
nice big chunk of points, maybe 20 or so, 
for what I call the judges’ leeway or dis- 
cretionary factor. Sometimes it’s couched 
in innocent language like “general suita 
bility of product” or “overall efficiency 
factor.’ But in real plain language it’s too 
often a nice percentage of points that can 
let the judges “juggle’’— and that’s just 
the word—-the total so that one product 
can be arbitrarily or, for other reasons 
justifiable or not, preferred over the rest 


DISCRETIONARY FACTORS 

Now, I say that in some degree de pre 
ciation, amortization, and reserves are in 
the minds of the public at large a sort of 
discretionary factor or judges’ leeway fac- 
tor in the financial statement. I further say 
that, as in the other contests I was speak- 


A CONTROLLER EXAMINES HIS CONSCIENCE 
1. Have I made a conscious effort to learn all the aspects 
of my company’s operations from a first-hand view—by 
getting out in the plant and into our sales territories, not 


merely by interpreting data? 


2. Am I giving enough time and effort to analysis, as op- 


posed to mercly collecting data? 


3. Have I consulted with the operating executives to learn 
what they need in the way of information, including non- 
dollar type of information, and then taken steps to provide 


it? 


4. Am I able to adapt my control methods and records to a 


business growth or contraction? 


If the answer to any of these questions ts in the negative, 


some positive action ts called for. 


Lesrer E. BuRMEISTER, Booz, Allen & Hamilton, Chicago. 
in an address before Controllers Institute of America 
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ing of, there are clear, distinct values that 
the public understands. But the public 
does not understand these three items and 
regards them as the one area where they 
think the figures of a given business can 
be arbitrarily altered, “juggled around”’ if 
you will, so that a given company’s results 
can be made to look better or worse, all ac 
cording to the desires of those, often the 
controllers, who set the financial policy of 
the company. 

To you these facts are ABC, but not to 
many of the public. The average workman 
knows that a machine wears out and that a 
new one must be bought. But too often he 
thinks that his bosses should go out and 
raise more capital to buy new equipment 
rather than letting depreciation help to 
buy it for him. 

It seems a pity that these very items that 
are not understood by the average man are 
the very things that perhaps go farther 
than anything clse to provide him with his 
job security and to give him new machine 
tools to work with. I claim, in other words, 
that the very things that do the most for 
him are the unwarranted source of irrita- 
tien to him--and all because he doesn’t 
understand them. Change this situation, 
and indeed we'll go far. 

My real plea is that the controller who 
is the focal point in any business, without 
disturbing his corporate function as a 
service man for all departments of the 
business, should take his dignified place 
among the great professions of our coun: 
try the legal, the medical—and should 
speak his piece and bring to the profession 
the authority and recognition it deserves 


BE READY TO CHANGE 

And just as you are the logical group to 
advocate changes, you must be prepared 
for changes in yourselves, too, as men who 
will Icad us in the exciting years ahead 
You must be alert to the world around 
you which, never static, requires that its 
financial leaders not be static, alone in a 
world of change. 

Ours has become a world of the special 
ist and technician, of scientist and of re- 
search fellow. I suppose there are no more 
challenging financial questions than those 
which this technological climate, as op- 
posed to just high production climate, im- 
poses upon you who will have to make 
financial policy in a research world. I hope 
that by speaking out more frequently and 
more forcefully, by making it possible for 
good men of business to enter government, 
by getting some of the technicalities of 
our business understood by more people, 
the controller will gain his true stature and 
assume a high place in our society and 
business world that is rightfully his. 
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Increase in Corporate Debt Deserves a ‘Second Look’’ 


CONSIDERATIONS, inflation and the 
record volume of bank deposits avail- 
able for loans and the purchase of corpo- 
rate bonds have influenced business man- 
agement to rely on debt financing to a haz- 
ardous level, according to the American 
Institute of Management, New York. In 
a report entitled “The Doubtful Value of 
Corporate Debt,” the Institute declares, 
“There is an overreliance on it for the 
future. True, business is prosperous, but 
this is not because the lack of equity capital 
and the emergence of debt financing have 
had no effect upon business, but because 
inflation has tended to hide the open sym- 
toms. Business has expanded at the ex- 
pense of its creditors.” 

In the postwar period 1946-51, the re- 
port points out, corporate debt rose 13.8 
per cent, as compared with only 6.3 per 
cent in 1922-30. 

“Tt is generally conceded,” the organiza- 
tion adds, ‘‘that the many corporations, in- 
dustries and individuals that entered the 
depression period heavily encumbered 
with debt were responsible for greatly 
deepening and lengthening that depres- 
sion—if they were not a major contribut- 
ing cause. When we find that we are add- 
ing debt at a considerably more rapid pace 
than we did in the 1920's, it is obviously 


time to take a critical look at where we are 
going.” 

Statistics presented in chart form in the 
A.I.M. report show that 100 per cent of 
the new corporate financing by railroads 
in 1946-52 was in the form of debt, and 
between 70 and 80 per cent by industrial 
and miscellaneous companies, and slightly 
over 60 per cent by public utilities—in 
each case a substantially greater propor- 
tion than in 1922-46. 

In correlation, the report demonstrates 
that the average annual increase in total 
deposits of all banks in the United States 
was 14.3 per cent in the period 1940-52, 
as compared with 5 per cent in 1922-30, 
“The significance of these figures,” the 
authors advise, “lies in the fact that bank 
deposits are invested by banks almost en- 
tirely in loans, mortgages and government 
and corporate bonds, partly because of 
legal requirements and partly by custom 
Thus a large increase in bank deposits 
automatically enlarges the market for evi 
dences of debts of all kinds, including cor 
porate bonds. This helps to keep down in 
terest rates and encourages corporations 
and individuals to go into debt.’ 

Analyzing the reasons why corporations 
have relied so heavily on debt financing in 
the postwar period, the Institute report 


continues, “Perhaps the most compelling 
reason was the unprecedented demand for 
new capital created by the record expan 
sion of industry in general. Sheer volume 
made it necessary to tap the vast reservoir 
of funds represented by the large institu 
tional investors. 

“The other big reason for going into 
debt was the relatively low cost of debt 
money in this postwar period. Debt always 
appears unusually attractive when interest 
rates are low, particularly when accom 
panied by high tax rates and large tax sav 
ings on the fixed charges. Unfortunately, 
the ‘advantages’ are temporary in nature 
and, in general, are more than offset by the 
disadvantages.” As evidence of the latter, 
the report cites rising interest rates, which 
tend to complicate refunding and the pos 
sibjlity that tax laws may be changed to 
prevent tax escape through the mncurrence 
of debt. 

The report closes with two recommer: 
dations to management, namely: (1) that 
equity securities should always be the pre 
ferred means of raising new capital, and 
(2) employe stock ownership should be 
explored as a source of equity capital in 
asmuch as their total wages and salaries 
paid in 1952 exceeded $177 billion, and 
their accrued savings totalled almost $19 
billion. 
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THE TAXATION OF CORPORATE INCOME IN CANADA* 


By J. Richards Petrie 


Sponsored by the Canadian Tax Foundation 


Reviewed by ALEXANDER CAMPBELL 
Treasurer and Comptroller 

Western Canada Breweries Limited 
Vancouver, B.C. 


Most businessmen accept corporation 
income taxes like rainy days-—something 
unpleasant, something to live with, but 
not generally understood. 

However, when income taxes and cco 
nomics are combined by a talented writer 
and a brilliant mind, the result is a reada 
ble book which unfolds the why, where, 
and when of income tax legislation in a 
way that is readily understood by readers 
with only a casual knowledge of law or 
economics. 

I feel that the main reason | enjoyed Mr. 
Petrie’s book is because of its historical 
nature-—not a series of dates and statistics 

but rather a history of the evolution of 
corporation income taxes and always the 
clear reasoning of why tax legislation was 
enacted, its good and bad points and its 
effects on people and business. 

Mr. Petric’s book is a study of the eco 
nomic philosophy of corporate taxation. 
He discusses and attempts to answer such 
questions as: 


Are there any really significant prob 
lems connected with the present method of 
taxing corporate income and dividends m 
Canada, and if so, what are they? 

What are the economic effects of this 
method under the present vate structure? 

Is the tax affecting production ad 
versely? 

Has it affected the pattern or volume of 
iaving and investment? 

Has it had any effect on the way im 
which the financing of corporations 1s con 
ducted ? 

Has it affected costs and prices? 

Has it discriminated between different 
classes of corporations? 
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What are its effects on small business? 

What is the incidence of the tax? 

Is there a serious double taxation re- 
sulting from the taxation of corporate in- 
come and the subsequent taxation of 
dividends paid to the shareholders? If so, 
then what should be done to remedy the 
WMualion? 

Is the recent government policy of a 
reduction of the rate on the first $20,000 
of corporate income and the granting of 
dividend credits to shareholders, a step in 
the right direction, or 1s there a better ap- 
bh? 


In the beginning of this volume, Mr. 
Petrie discusses the background and evolu- 
tion of the corporation tax. This includes 
a thorough study of the trends of taxing 
corporate income in Canada over the past 
34 years, and deals with the important 
problems of capital gain, undistributed 
profits, special and ony corporations, 
and the movement away from ministerial 
discretion towards statutes and regula- 
tions. 

The next chapter outlines the various 
cconomic theories as to why corporate in- 
come should be taxable and includes argu- 
ments such as the ability to pay, control in 
the interest of the public, control of mo- 
nopoly profit, to prevent concentration of 
economic power, an instrument of eco- 
nomic control and lastly, its yield in 
dollars. 

The incidence of the corporation in- 
come tax is next reviewed. The author 
outlines the three main economic 
cepts as to where the burden of tax finally 
falls. The first of these is the traditional 
theory of incidence which concludes that 
the incidence of the tax on corporate net 
income is likely to be, in the short run, on 


con- 
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the commen sharcholder. The second is 
the cost of production theory which argues 
that corporate income tax is not a tax on 
cost and is therefore not likely to be 
shifted in the form of a price increase. The 
third is the diffusion theory which dis- 
cusses the possibility that the corporate in- 
come tax is diffused throughout the 
economy and is borne by stockholders, 
consumers and wage earners. 

The author, in his next chapter, reviews 
the many economic effects of the tax. He 
discusses the impact of double taxation of 
corporate income on savings and invest- 
ment, the short- and long-run effect on 
prices and wages, and the effect on cor- 
porate financing. 

The best approach to business losses and 
the conclusion that the carry-forward 
method is preferable is next discussed by 
the author. 

Mr. Petrie then deals very comprehen- 
sively with the problems of the valuation 
of assets in relation essentially to the prob- 
lem of the distortion of the reported net 
profits of corporations caused by price in- 
lation. The author reviews clearly the ac- 
counting, tax and economic concepts of 
income and the problems pbs. with 
the valuation of inventories and fixed as- 
sects including depreciation, obsolescence 
and deptetion. 

The author also discusses in consider- 
able detail the various theories for the 
best method of integrating corporation 
and personal income tax so that the tax 
burden will be equitably distributed. He 
deals with the problems of undistributed 
earnings and capital gains along with the 
various methods in which integration can 
partially or completely be accomplished. 

The text is concluded with a chapter 
discussing defence financing and the cor- 
poration tax. Here the author reviews gov- 
ernment current policy in relation to cor- 
poration tax and the control of inflation. 

Mr. Petric’s book is sincerely recom. 
mended for reading and study, and would 
be a valuable addition to the library shelf 
of any person engaged in business or pro- 
fession. It is timely but not dated. It will 
enable you to understand much better the 
why, where and when of corporate income 
taxes. 


PLANT LOCATION* 


By Leonard Yaseen 


This manual of some 190 pages, in 
cluding charts and maps, distills approxi 
mately 20 years’ experience in this unique 
field by the author. As senior partner of a 
factory-locating service, Mr. Yaseen has 
been consultant to more than 1,200 com- 
panies, and thereby has developed and 
formulated standards which a local gov- 
ernment must meet in its taxing, financing 
and general public policy if it ts to attract 


* Published by Business Reports, Inc., 225 
West 34th St., New York 1, N.Y. $12.50. 
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a new industry, new job Opportunitics, 
additional retail trade and new sources of 
tax revenue. 

The author considers the subject of raw 
materials sources, the manner in which 
they are processed, the people and skills 
needed to do that job as well as the buying 
habits and locational concentration of the 
people who use the product. Against this 
picture prospective locations are evaluated 
in terms of costs for materials, labor, util 
ities, taxes, and distribution to the mar- 
ket. The objective is the scientific deter 
mination of that one best community 
which offers the greatest competitive ad- 
vantage for a specific manufacturing op 
cration. 


DELIVERY COSTS—THEIR 
MEASUREMENT AND COM- 
PARISON FOR DEPARTMENT 
AND SPECIALTY STORES* 


By Bishop Brown and Associates 


A standard method of accounting for 
delivery volume and costs has been de 
veloped in a 56-page manual that also 
takes into the variations 
from city to city because of factors extra 
neous to the efficiency of actual delivery 
Operations. 

Among the many factors cited as having 
a direct bearing on delivery costs, the 
following were believed to be essential 
for making cost comparisons: Size and 
density of the delivery area; topography 
and climate; trathic and street conditions ; 
types of dwellings; frequency of deliveries 
and flexibility of the delivery schedules ; 
average size of packages handled; and 
condition of the local labor market, pre 
vailing labor rates, and productivity of 
local labor. 

Collaborators in the study were Ken- 
neth P. Mages, CPA, partner in the firm 
of Touche, Niven, Batley & Smart and a 
former department store controller; How 
ard C. yy a and Robert K. Stolz, both 
with McKinsey & Company, management 
consultants; and David Carson, research 
director of the School of Retailing, Uni 
versity of Pittsburgh, who served as asso 
ciate editor of the manual. 


* University of Pittshureh Press, Pittihurel 


Pa. $2.00 


EXECUTIVE COURSE IN 
PROFITABLE BUSINESS 
MANAGEMENT* 

Edited by J. K. Lasser 

Reviewed by J. HAROLD SMITH 


This is a “how to” set of 24 volumes, 
each crammed full of information for ex 
ecutives of small or medium-sized busi 
nesses, as well as for those in large organ: 
zations. 


* Published by McGraw-Hill Book Co., Neu 
York. $33.50. 
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The compiler was ably assisted by some Throughout the work there are helptul 
well-known business leaders and special- check lists of both the favorable and un 
ists, including a former president of Con favorable items to look tor when planning 
trollers Institute, Daniel J. Hennessy, who a program and carrying it out. The cours« 
contributed “How to Insure Better Rela is One of Merit and a helptul tool m= any 
tions with Stockholders othice library. 
Throughout the work there has been ex 
: OTHER BOOK ENTRIES 
cellent trimming, pruning, and boiling =, 
down. of the material so that. it is not THe Rove OF FEDERAL CREDIT Albs IN 
burdened with superfluous wordage for RESIDENTIAL CONST RUCTION. By Leo 
die ss-up space-filling purposes. (Mr. Grebler. National Bureau of Ee: nomu 
Lasser and his co-laborers were obviously Research, tas? Broadway, New York 
not writing theses for the Ph.D. degree. ) 23, N.Y. $1.00 
In addition to budgets, some of the Essays ON Business FINANCI hightcen 
other subjects covered are: “How to Or Essays by Karl A. Boedecker, Wilford 
ganize tor Good Employe Relations” by J. Eiteman, Hastings Lyon, C. J. Pilcher, 
Lee H. Hill; “How to Organize for Good Francais J. Calkins, Jacob O. Kamm, 
Customer Relations” by A. H. Chute; and Erich A. Otto and Merwin H. Water- 
‘How to Avoid Risks in Business’ by Roy man. Masterco Press, Ann Arbor, Mich 
A. Foulke. 1gan. $4.50 
: 
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“| thought we couldn't afford a new 
calculator. We tried a Marchant for a 
week and did | change my mind! 
“The Marchant is so simple to operate everyone 
in the office uses it. 
“The amount of time we're saving is astounding. Our 
Marchant paid for itself in a matter of months.” 
MARCH NT AMERICA’S FIRST 
‘g 
\ 
| 
\ / 
The MARCHANT MAN in your phone book is ready to MARCHANT’S MANY | 
: show you, on your own work, that MARCHANT is the EXCLUSIVE FEATURES 
: simplest caiculator to operate, yet delivers the highest INCLUDE : 
| figure output. Call him or mail this coupon with your | “Push-Button” 
: business letterhead to get your FREE ; Multiplication 
: Guide to Modern Figuring Methods H Complete Carriage 
' \ilustrated Booklet about Marchant Calculators Carryover 
' ; One-Hand 
MARCHANT CALCULATORS, INC. - Oakland 8, California om Keyboard Control 
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Lifo: Pro and Con 


LIFO (last-in, first-out) method of 
inventory valuation was attacked and 
defended in two articles appearing in the 
June 1953 issue of the Journal of Account- 
ancy. 

Maurice Moonitz, associate professor of 
accounting at the University of California, 
calls LIFO an “‘assault on common sense,” 
but H. T. McAnly, partner in the firm of 
Ernst & Ernst, certified public accountants, 
describes it as “'a major step in the evolu- 
tionary development of sound account- 
ing. 

Professor Moonitz says that there was 
no carry-back or carry-forward of operat- 
ing losses at the time Congress first author- 
ized LIFO in 1938, making it possible for 
a business to be heavily taxed on inven- 
tory gains in one year without any offset 
if a subsequent price decline should result 
in net losses. 

This historical reason for the use of LIFO 
no longer exists, he declares, describing 
LIFO as “primarily a device for reducing 
or deferring the amount of income tax 
payable by a given concern, not a device 
for measuring its business income.”’ 

Mr. McAnly, on the other hand, denies 


that tax considerations are the primary rea- 


ASSETS 


Cash 
Receivables 
Invenitory—LIFO Cost 


son for the use of LIFO. “Many compa- 
nics,” he asserts, “have adopted LIFO or its 
approximate cquivalent——reserves to ¢lim- 
inate price increases from inventories—in 
order to state their corporate profits more 
correctly even though they deferred its 
adoption taxwise. 

Professor Moonitz raises the further ob- 
jection that “LIFO suppresses realized mar- 
ket gains and losses. . . . In fact,” he 
says, “LIFO presumes a type of business 
and economic system which does not exist. 
In the world in which we live, prices do 
go up and down, profits do change from 
year to year, dividends vary; as a result, 
stockholders, trade union leaders, and tax 
collectors may misunderstand what is go- 
ing on. Therefore, says LIFO, let us write 
down the story as it does not happen; if 
we shut our cyes to reality, maybe it will 
go away.” 

Mr. McAnly, answering the objection 
that LIFO results in valuing the inventory 
too far below the current price level, sug- 
gests changes in the balance sheet to make 
it represent current values. He would set 
up ‘reserves to prevent impairment of 
capital” covering the inventory cost in- 
crease and the accumulated depreciation 


$ 150,000 
250,000 
$ 400,000 


Excess of lower of incurred cost or 
market over LIFO (300,000) less 
applicable federal income taxes 


(156,000) 


144,000 
544,000 


Plant Assets (original cost adjusted 


to current price levels) 


Less: Allowance for depreciation 


LIABILITIES 


Payables 
Capital Stock 


2,000,000 
1,000,000 
1,000,000 


$1,944,000 


400,000 
200,000 


Reserves to Prevent Impairment of 


Capital: 


Covering Inventory Cost Increase 
Covering Accumulated Depreciation 


Unrealized Appreciation in Net Plant Assets 


Earned Surplus 
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144,000 
500,000 
644,000 
500,000 
200,000 


$1,944,000 
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which would apply to the increased value 
of plant assets at current price levels over 
their depreciated original cost. The value 
of inventories and plant assets at current 
price levels would be shown as assets. The 
table to the left is an example of such a 
balance sheet. 

In this balance sheet it is assumed that 
the inventory priced at LIFO is $300,000 
under the current acquisition cost, that the 
company’s plant asscts expressed at cur- 
rent price levels equal twice the original 
acquisition cost, and that all plant assets 
were acquired as of the same date. The ad- 
justment of the LIFO inventory valuation 
shown as an assct is offset by a credit to the 
reserve to prevent impairment of capital. 
Plant assets which were acquired at $1 mil- 
lion are shown at an adjusted value of $2 
million. Depreciation, which would have 
been $500,000 on the basis of original 
cost, is increased to $1 million. The earned 
surplus is reduced by the amount of the 
$500,000 of additional depreciation, 
which is not deductible under the present 
tax law, and this sum is also credited to 
the reserve to prevent impairment of cap- 
ital. The appreciation in the net plant as- 
sets has been credited to the unrealized 
appreciation account. 


Unstable Money Cause 
of Wage Demands 


Unstable money 1s one of the major 
causes of the constantly increasing demand 
by labor for higher wages, is the opinion 
expressed by Henry H. Heimann, execu- 
tive vice president of the National Associa- 
tion of Credit Men, in his recent Monthly 
Business Review. He points out that as the 
purchasing power of the dollar goes down 
and the laborer and his family find that his 
pay envelope will buy fewer groceries, 
clothes, and other necessities, he urges his 
union leader to demand wage increases 
and thus the treadmill of inflation is kept 
turning without solving our present eco- 
nomic problem. 

“If our money were stable and did not 
vary too much in what it would buy, we 
would not have the present race for more 
and more wages,” Mr. Heimann. says. 
“When workers get in this uneasy frame of 
mind they lose confidence in their govern- 
ment. They do not know what to do to 
keep ahead of the cost of living. What we 
need to do is to pull together. We are all 
in the same boat, rich and poor. We have 
got to pull together to get sound money. 
We must stop this form of cheating with 
moncy that does not stay put in value.” 


| 
386 
a4 


Market Research 
Expenditure Rising 


sharp increase in expenditures for 
marketing research this year is indicated 
by a new American Management Associa- 
tion survey conducted among 425 member 
companies. However, even with this up- 
swing, the companies still will spend only 
fraction of the sums appropriated for 
production and technical research, the sur- 
vey shows. 

Six out of ten of the companies replying 
to the A. M. A. questionnaire plan to 
spend more money on marketing research 
in 1953 than they spent in 1952, Median 
rate of such outlays by the sample com- 
panies in 1952 was 10 cents per $100 of 
sales, slightly above the 1951 level. 

Richard D. Crisp, director of market- 
ing research, Tatham-Laird, Inc., Chicago, 
Ill., is author of the report. The com- 
pleted survey appeared as an A. M. A. 
research study, entitled “Company Prac- 
tices in Marketing Research,” in April. 


Broader Benefits 


Recognizing that traditional pension 
plans often provide inadequately for a 
pensioner’s widow, some companics now 
are adopting broader protection along 
those lines, according to a bulletin’ by 
Johnson & Higgins. Some of the changes 
include provision of a death benefit for 
the widow of a pensioner; a guarantee that 
the pension will be paid for a stated num- 
ber of years after retirement even though 
the pensioner dics within that period; an 
extended joint and survivor annuity op 
tion; or provision of a specified life in- 
come for widows of employes who dic 
before retirement. 


Files on Wheels 


An announcement of the introduction 
of a new suspended-cradle-type wheel file, 
known as Simplawhecl, was released re 
cently by Wheeldex & Simpla Products, 
Inc., White Plains, New York. In_ the 
Simplawheel file, available in manual or 
motorized models, the cards ride un- 
attached in removable cradles or trays. 
Capacities range generally from 100 to 
several thousand lincar filing inches per 
machine. 

Other files now available include 
Wheeldex and Simplafind. In Wheeldex, 
a true wheel file, the cards are removably 
attached directly to a continuous circular 
ring. Capacity is unlimited, generally 
figured in multiples of 1,000 to 5,000 
cards per wheel. 

Simplafind, a motorized file with stabi 
lized cradles traveling a controlled, tight, 
oval path, provides maximum possible 
speed and compactness. Records ride un- 
attached in cradles or removable trays. 
Capacities range from several hundred to 
more than 3,000 linear filing inches per 
machine, which is not limited to use as a 
housing for records. 
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++. you unintentionally i injure someone while «+ @ guest is injured in your home 


hunting .. . fishing . . . golfing 


but for 
| than a day 
passerby trips on your child’s toy you ‘3 have coe 


@ $10,000 LIABILITY PROTECTION 


@ LEGAL DEFENSE even though the claim is groundless. 


@ UP TO $250 MEDICAL COSTS for each non-resident injured. 


(FOR PERSONAL ACTIVITIES (except auto accidents) ANYWHERE!) 


* Also certain other household residents. 


OUR COMPREHENSIVE PERSONAL LIABILITY POLICY 


gives you all this for only S10 a year or $25 for three years. 


It's protection you need the year “round and especially now 


during the active summer months! Call our agent 


in your community ... or write us for his name, 


For the best in protection... 


Call your American Surety Agent! 


100 Broadway, New York 5, N. Y. 
FIDELITY - SURETY - CASUALTY - INLAND MARINE - ACCOUNTANTS LIABILITY 
AVIATION INSURANCE THROUGH UNITED STATES AVIATION UNDERWRITERS. INC 
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Employe Savings and Investment Plan 


Analyzed in Stock Purchase Survey 


Oo. y 68 formal plans for selling stock 


to workers were found in a survey 
of American business recently completed 
by the National Industrial Conference 
Board. The study revealed that of these 
68, 28 are presently active, while 30 are 
mactive and 10 have been discontinued. 

Plans are considered inactive if a com 
pany has temporarily discontinued — its 
stock offering, yet has expressed general 
satisfaction with its operation and there 
is a possibility that at some future time 
the plan may be revived. Plans in which 
no stock has been sold to employes during 
the past decade are listed as discontinued, 
along with those which were so unsatis 
factory that the company stated it would 
not again sell stock to employes. 

The Board found two principal types 
of stock-ownership plans under which the 
employer provides stock and helps the em- 
ploye financially in completing his pur- 
chase. The most common type is the true 
stock-purchase plan where an employe 
makes a commitment to buy a certain 
number of shares at a given price, and im 
mediately begins regular contributions to 
ward payment. 

The second type is the stock option. 
Under this plan the individual is offered 
a definite amount of stock at a specified 
price, but he is usually granted an ex 
tended period in which to take up the 
offer. He is under no obligation to pur 
chase the securities unless tt ts to his ad 


vantage. This type has been encouraged 
by a change in the Internal Revenue Code, 
which gives the employe a tax advantage 
if the plan complics with certain condi- 
tions. 

Of the two types (totaling 47 plans, ac- 
tive and inactive), the Board found the 
stock-purchase plan to be by far the most 
popular, occurring in 42 organizations as 
against only five stock-option plans pres- 
ently in force. 


TYPES OF STOCK OFFERED 

The study revealed that all but two of 
the 47 plans reviewed provide for the sale 
of common or capital stock. The major 
source of stock sold to employes is from 
the authorized but unissued shares (26 
out of 47 companies). The proportion of 
stock reserved for sale to employes com- 
pared to total outstanding shares ranges 
from 0.70% to 15.200, but in over half the 
plans reserving stock (20 out of 35), the 
amount allocated to employes ts between 
and of total outstanding shares. 

The Conference Board pointed out that 
the supply of stock for sale to employes is 
usually quite limited, with the result that 
most companics do not sell stock to em- 
ployes on a continuing basis. Only one 
offer has been made in 19 companies; i 
12 concerns, the stock ts offered to em 
ployes at relatively infrequent intervals. 
Sixteen are on an instalment or continuing 
basis. 


OBSERVATIONS FROM 
BROOKINGS STUDY OF CORPORATE PENSIONS 


One preview glimpse of findings from the Brookings 
Institution's forthcoming study on Corporate Pensions seems 
especially significant. Apparently their analyses indicate 
that one of the biggest dangers results from efforts to cover 
past service in corporate pension plans. It ts a retroactive 
load, quite different from a fund to cover pensions for serv- 
ice dating from the inauguration of the plan. As now set up, 
some of these commitments for pensions against past service 
can constitute a serious and dangerous financial drag when 
and if the corporation encounters a substantial downturn in 


its volume. 


This report will also confirm the wisdom of those com- 
panies which have been funding their pension plans as a part 
of a profit-sharing project rather than by rigid annual com- 


mitments. 
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NICB survey revealed about a quarter 
(12 out of 47 firms) of the plans set the 
selling price to employes at the current 
market value. Two fifths (19 out of 47) 
of the plans give some kind of concession 
in the purchase price. The remaining 16 
plans call for a varicty of methods of 
price determination. 

The Board found that under most plans 
the method of financing is very flexible. 
The stock may be paid for in cash or 
through payroll deductions, or a combina- 
tion of the two. Nearly a fifth of the plans 
require completion of payments in less 
than one year. In about a half, the maxi- 
mum period is between one and three 
years. 

For the 33 companies (with nearly one 
million cligible employes) furnishing 
comparable statistics, the Board found 
that over-all participation of eligible em- 
ployes in purchasing stock is about one in 
four, or 26.607. Twenty-five shares or 
under are purchased by employes in the 
majority of companies surveyed. 

All but Il of 47 companies place a 
limit on the maximum number of shares 
an employe may buy. Nineteen definitely 
link this maximum with the individual's 
compensation, The method of determin- 
ing the maximum is different in nearly 
every company. Thirteen plans do not ap- 
portion the shares of stock on the basis of 
the individual's earnings; no employe is 
permitted to buy more than a specified 
number which ranges from ten to 5,000 
shares. 


BENEFITS 

According to NICB, employe stock- 
purchase plans attained widespread popu 
larity in the twentics. Most of these plans, 
however, were discontinued because of 
the unfortunate experience following the 
stock market collapse in 1929. 

An evaluation of today’s plans found 
that some managements were enthusiastic, 
others were lukewarm in their response 
and still others have been disappointed. 

The chief benefits as seen by the coop- 
erating Companies are three: 

First, by the ownership of stock, em- 
ployes tend to identify themselves more 
closely with the interests of their em- 
ployer. 

Second, with a better understanding of 
the problems facing the company, employe 
morale is improved. 

Third, the plan encourages thrift, and 
provides greater economic security for em- 
ployes. 

These are the only advantages men- 
tioned frequently. 
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The chicf disadvantage listed by coop- 
erators has been the small number of 
workers participating in the purchase of 
stock. Another complaint is the workers’ 
unfamiliarity with stock transactions re- 
sulting in actual loss of stock certificates. 
Also related to the workers’ lack of 
knowledge regarding the operation of the 
stock market ts their dissatisfaction when 
stock market quotations drop below the 
price paid for the stock. 


A NEW “TWIST” 

In a separate analysis concerning new 
Employe Savings (thrift) and Investment 
Plans, The Conference Board found 18 
such plans now in existence primarily in 
large companies (15 of the 18 plans ana- 
lyzed were adopted in 1950, or later). 

These plans contain a stock-ownership 
feature. Instead of subscribing for a defi- 
nite number of shares of stock at a certain 
price to be paid for within a specified 
time, the survey reveals, the employe 
builds up funds through regular payroll 
deductions. The company either adds its 
own contribution to the employe’s fund 
and buys the stock for him on the open 
market or gives him the stock as a bonus 
on his savings. The Board noted that the 
employe runs no risk of losing any moncy 
ae this type of plan. He may withdraw 
at any time and get back at least as much 
money as he has put in. 

Savings plans fall into two major cate- 
gories, according to the Board, depending 
on when the stock is delivered to the em- 
ploye. Under the periodic-distribution 
type of plan, the employe receives the 
stock at the end of cach term, which may 
be one, three, or five years long. Under 
the terminal-distribution type, the stock is 
held in trust for the employe until he re- 
tires, dies, or withdraws from the plan. 
The terminal-distribution type of plan ts 
designed to supplement the company’s 
pension plan through the accumulation of 
a sizeable sum to be paid to the employe 
when he retires (12 of the 18 plans sur- 
veyed were of this type). 

The employe authorizes regular payroll 
deductions of a certain percentage of his 
pay, ranging from to The com 
pany contributes to employes’ accounts ac- 
cording to a sect formula. Company con- 
tributions under the 18 plans range from 
15% to 6624 of employe deposits, the 
usual figure being 50. Some companies 
base their contributions to the plan on 
their profits. 

Most savings plans have been in opera 
tion too short a time to permit any real 
evaluation, according to the Board. But 
judging from the high rate of employe 
participation— the median is 86% of those 
eligible—these plans are becoming very 
popular. The 
plans were in effect prior to 1950 say they 


three companics whos« 
are well satisficd with the success of this 
type of employe stock-ownership program. 
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HOW OUT-OF-DATE IS YOUR 
INTERCOM SYSTEM? 


Connechtcut 


TODAY’S MOST MODERN 
AND COMPLETE TELEPHONE 
INTERCOMMUNICATION! 


Noisy “voice box” amplifiers that disturb 
your efficiency . . broadcast-type intercom 
systems that give your conversations no 
privacy .. the use of outside telephones 
for intercom calls, tying up your lines so 
customers can't get through . . these 
costly inconveniences are now out of date! 


Modern telephone engineering has devel- 
oped a fully automatic, private telephone 
system that provides the complete answer 
to every intercommunication requirement. 
Whether you need 5 or G stations or 1000, 
Connecticut’ PRIVATE LINE systems give 
you the advantages of dial-operated serv- 
ice, independent of your regular city 
phones. Newly designed circuits put every 
important service for convenient intercom- 
munication at your fingertips. 

Because it does so much, your PRIVATE 
LINE system saves on monthly rental 
charges for unnecessary telephone lines 


and equipment. And you profit in time 
saved, in boosted output, in greater 
employee and customer satisfaction, 


Send the coupon today for the PRIVATE 
LINE story and an on-the-spot analysis that 
will show you actual dollar savings from 
PRIVATE LINE service in your business. 
There is no obligation. 


CONNECTICUT TELEPHONE & ELECTRIC CORP. 
22 Britannia St., Meriden, Conn. 

[} Send me the full story of PRIVATE LINE 
systems 


[] We would like a survey of our intercom- 
munication needs and actual savings. 


Signed 


Company 


Address 


CONNECTICUT TELEPHONE & ELECTRIC CORPORATION 


Subsidiary of Great American Industries 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


VINCENT C. Ross (#646-1936) has been 
appointed executive vice president, Prentice 
Hall, Inc., New 
York. Mr. Ross 
was formerly vice 
president and 
treasurer. 

Mr. Ross joined 
the organization 
in 1919; in 1920 
he became vice 
president; and in 
1921 vice presi 
dent and treas 
ure! 

Mr. Ross served 
as national presi 
dent of Control 
lers Institute, 1950-1951; as chairman of the 
national Board of Directors, 1951-1952: and 
as director at large, 1952-1953. On the local 
Control level he served as vice president of 
the New York City Control of the Institute. 
1942 and as president, 1943. He was trustee 
ex officio of Controllership Foundation, 
1952-1953. He has served on many of the 
Institute's national committees including, 
Executive, Educational, and Federal Tax 


MR. ROSS 


Perry A. WHire ($2474-1943) has been 
elected general controller of Baldwin-Lima 
Hamilton Corporation, Philadelphia, Pa 
He was formerly controller of the Hamilton 
and Eddystone divisions. Mr. White suc 
ceeded W. RAYMOND PaARSHALL (#3530 
1945) who resigned. Grorcr E, MATHEWS 
was elected contreller of the Eddystone di 
vision and S. F. SCHRICHTE as controller of 
the Hamilton division 


ELMER L. HORSEMAN, JR. (#3853-1947 ) 
was recently elected vice president and treas 
urer of Rothschild & Sons, Inc., Kansas City, 
Mo. Mr. Horseman has been treasurer and 
controller of the firm, He ts a CPA and a 
member of the bar in Kansas and Missouri 
He joined Rothschild’s in 1946, 


Joun E. (#5065-1951), plant 
controller, Reynolds Metals Company, Phoe- 
nix, Arizona, is now vice president and as 
sistant treasurer, Phoenix Title and Trust 
Company, Phoenix, Arizona. Mr. Griffith 
served as secretary-treasurer of the Phoenix 
Control of Controllers Institute, 1952-19534, 
and is president-elect for the 1953-54 term. 
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WaLTeER F, MEISTER (#3186-1944) has 
been named controller of the American Mu- 
seum of Natural History, New York. Mr. 
Meister, who has been with the institution 
for 37 years came to work at the museum 
when he was 15. Shortly thereafter he was 
assigned to the bookkeeping department. 
Later he was named assistant treasurer. As 
controller, Mr. Meister will have responsi- 
bility for administrating all the financial and 
budgetary operations of the American Mu- 
seum and the American Museum-Hayden 
Planetarium. 


LEONARD E. LIVINGSTONE has retired as 
vice president of Chemical Bank & Trust 
Company, New York. He was appointed 
auditor in 1919 and assistant comptroller in 
1924. In 1929, he was named comptroller 
and served in that capacity until his election 
as vice president early in 1953. 


LEON RICHMAN, controller of the Miles 
Shoe division of Melville Shoe Corp., New 
York, has been elected vice president and 
treasurer. He succeeds JOSEPH S. OrTTin- 
GER, who has resigned to become a manage- 
ment consultant 


Russert L. Prrers (#4413-1948) has 
been named a vice president of the Inland 
Steel Company, Chicago, Il. Mr. Peters will 
continue as treasurer as well. He joined In- 
land Steel in 1942 as assistant treasurer after 
a varied career in education, business and 
service to the State of Illinois, as executive 
secretary of the Hlinots Public Aid Commis- 


sion 


Roy SANDQUIST (#5846-1952), assistant 
controller, Weston Electrical Instrument 
Corporation, Newark, N. J., was recently 
elected controller of the organization. 


NORMAN A. JACKSON (#2023-1941), 
treasurer and director of Chester H. Roth 
Co., New York, ts author of an article en- 
titled “What Price Modernization?” in the 
May 22 issue of Men's Wear. Mr. Jackson 
was formerly chairman of the Male Apparel 
Advisory Board of Dun & Bradstreet. 


SAMUEL E. MACARTHUR (#3790-1946), 
treasurer and controller, Federal-Mogul 
Corp., Detroit, Mich., has been elected a 
director. 
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JOHN C. COBOURN (#4515-1949) was 
recently elected treasurer of Diamond Crys- 
tal Salt Com- 
pany, St. Clair, 
Michigan. Mr. 
Cobourn recently 
resigned his posi- 
tion as vice presi- 
dent and control- 
ler of Pressed 
Steel Products 
Company, Cleve- 
land, Ohio, with 
which company 
he was associated 
since January 
For 12 
years prior to 
that time he was associated with the firm 
of R. 8. Geddes & Associates, management 
consultants, Cleveland, Ohio. 


MR. COBOURN 


CLINTON C. FULLER (#3138-1944) has 
been appointed treasurer and assistant sec- 
retary of the American Blower Corporation, 
Detroit, Mich. Mr. Fuller, who joined the 
company in 1922, was formerly assistant 
treasurer and assistant secretary. 


WALTER R. SEIBERT ($#4370-1948), con- 
troller since 1950, of Sylvania Electric Prod- 
Inc., New 
York, has been 
elected treasurer 
to succeed W. 
BENTON Harrli- 
SON, who was 
elected a vice 
presidentin 
charge of finance 
of Sylvania. A 
native of Phila- 
delphia and a 
graduate of 
Swarthmore Col- 
lege, Mr. Seibert 
was with the au- 
diting firm of Lybrand, Ross Bros. and 
Montgomery in Philadelphia from 1929 to 
1942, when he joined Sylvania as supervisor 
of plant accounting at the plant in Ipswich, 
Mass. The following year he became man- 
ager of the company’s internal auditing de- 
partment and in 1948 was named assistant 
controller. 

LEON C. Guest (#5199-1952) was named 
controller. Mr, Guest, a graduate of the Uni- 
versity of Penn- 
sylvania, joined 
Sylvania in 1943 
as an auditor at 
Salem, Mass. He 
served later as as- 
sistant manager 
and subsequently 
as manager of 
the internal au- 
diting depart- 
ment and in 1949 
became controller 
of the Television 
Picture Tube D1- 
vision with head- 
quarters in Seneca Falls, N. Y. and in 1951 
was transferred to Buffalo, N. Y., as con- 
troller of the Radio and Television Division. 
On January 1 of this year he became assist- 
ant controller of the company. 


ucts 


MR. SEIBERT 


MR. GUEST 
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NEWTON H. TUTHILL (#5051-1951) was 
recently elected to the newly created post of 
executive vice 
president and 
general manager 
of the Pequanoc 
Rubber Com- 
pany, Butler, 
N. J. Mr. Tuthill 
was formerly vice 
president and sec- 
retary-treasurer, 
He has been as- 
sociated with Pe- 
quanoc Rubber 
Company since 
1947 and prior to 
that time was af- 
tiated with the American Hard Rubber 
Company on the controllers statt. He is a 
graduate of Norwich University and the 
Harvard Graduate Business Schoo! and dur- 
ing World War II served as a major in the 
Army in Africa and Europe. 


MR. TUTHILL 


JOHN R. Woop, JR. has joined Clark 
Equipment Company, Buchanan, Michigan, 
as treasurer. 


B. McCLoskey (#3237-1944), 
controller of the Davison Chemical Corpo 
ration, Baltimore 
Md., since 1946, 
was elected a vice 
president of Da 
He joined 
the organization 
in 1930 after be 
ing associated 
withthe Na- 
tional Fertilizer 
Association from 
1927 to 1930. He 
served as presi- 
dent of the Na 
tional Association 
of Cost Account- 
ants in 1950-1951 and 1s of the 
Maryland Association of Certified Public 
Accountants as well as a member of the 
American Institute of Accountants 


vison 


MR. McCLOSKEY 


a member 


ALLAN W. WALTER (#3087-1944), Comp- 
troller, Pullman, Inc., Chicago, IL, was re- 
cently elected vice president and comptrol 
ler. 


J. Epwin HANSON (#4053-1947), has 
been elected treasurer and controller of La- 
Pointe Electron- 
ics Inc., Rock- 
ville, Conn. Mr. 
Hanson will act 
as chief financial 
accounting officer 
for LaPointe 
which includes 
the Vee-D-X tel- 
evision antennas 
and accessories 
division, the 
Press Wireless 
electronic equip- 
ment and preci- 
sion machine 
parts operations as well 
formed Fiberglas Division 

The newly elected treasurer came to La- 
Pointe from Wichita, Kansas, where he was 
assistant to the treasurer of Beech Aircraft 


MR. HANSON 


as the recently 


Corporation and previously treasurer and 
controller of O. A. Sutton Corporation, Dur 
ing World War II he served as a Lieutenant 
Commander in the Navy, stationed at the 
Pratt & Whitney plant in Kansas City 

Mr. Hanson, a CPA, is a member of the 
American Institute of Accountants and a 
past president of the Wichita Chapter of the 
National Association of Cost Accountants 
OTTERBEIN (#3562-1946), 
and general 
Toronto, ( anada, has 


FREDERICK J 
now president 
General Foods, Ltd “ 
been named general manager of the Birds 
Eye Division. 


manager ot 


WALTER A. HENSEI divi 
sional controller, General Aniline & Film 
Corporation, Johnson City, N. Y., has been 
appointed controller of General Aniline & 
Film Corporation, New York. FRED A. SA 
BACEK, succeeds Mr. Hensel as controller of 
the Ozalid Division. 


(25554-1952), 


D. M. MEsser, vice president and gen 
eral manager, Dohrmann Commercial Com 
pany, San Francisco, was elected president 
of the National Association of Credit Men 
at its recent International Credit Congress 
in Montreal 


CHARLES P. REYNOLDS has been appointed 
to the post oft comptroller of Trailmobile 
Inc., Cincinnati, Ohio. Mr. Reynolds, for 
merly assistant comptroller and budget dt 
rector, came to Trailmobile from New York 
City where he was executive accountant and 
assistant to the controller of Ford Interna 


tional, 

Bert H. McGILL (#3675-1946), formerly 
controller, Bryant Heater Division, Afttl 
ated Gas Equipment, Indianapolis, 


Ind., is now vice president and general man 
ager of the Toronto Hardware Manutactur 
ing Company, Toronto, Canada 


D. (#3142-1944), 
vice president and treasurer, The Garrett 
Corporation, Los Angeles, California, was 
recently made vice president in charge ot 
finance while his duties as treasurer were 
given to T. G. HAWKINS ($2482-1943), for 
merly executive assistant to vice president 
in Charge of finance 


WILBUR E. CHELLGREN ($5240-1951) is 
now tax manager, Ashland Oil & Refining 
Company, Ashland, Kentucky. Mr. Chell 
gren was formerly associated with Freedom 
Valvoline Oil Company, Freedom, Pennsy! 
vania, as controller 


Kart M. TORGERSON (#4750-1949), for 
merly assistant controller, Rollins Hosiers 
Mills, Inc., Des Moines, Iowa, is now head 
of the Division of Audit Procedures 
lowa Power and Light Company, of the 
same city. 


and 


O. R. MARCH (#24392-1943 ), formerly as 
sistant controller, Warsaw Elevator Com 
pany, Warsaw, N. Y., is now controller, 
Premier Mill Corporation, Geneva, N. Y. 
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W. S. RoTHWweti 
troller, Abitibi Power & Paper Company, 
Limited, Toronto, Canada, has been ap 
pointed treasurer of the company. Mr. Roth 


(Z51L10-1951) comp 


well served as vice president of the Toronto 
Control of Controllers Institute, 1952-1954 
Mr. Rothwell HOWARD YOUNG 
who retired atter years of service to 


Abitibi 


succeeds 
many 


WILLIAM L. KAUFFMAN (#902-1937), 
treasurer, Parsons & Whittemore, Inc., New 
York, has been elected a director of the com 
pany. He is also treasurer of a number ot 
athhiated companies and has recently been 
elected a director of Manton Brothers 
Limited, Toronto, Canada, a wholly owned 
Parsons & Whitte 


indirect) subsidiary of 


more, Inc 

RicHArRD J. MCCONNELL (#4597-1949) 
has been appointed deputy finance director 
of the City of 
Philadelphia. Mr 
McConnell is a 
certified public 
accountant and 
tormer controller 
of Burk Broth 
ers. He also 
served for two 
years aS an agent 
with the Bureau 


4 
of Internal Reve 
nue 


During 
World War IT he 
was a leutenant 
in the Navy, 
serving as supply and disbursing othicer in 
the South Pacitic. He ts a 
Pennsylvania Institute of 
the National Association of Cost 
ants 


MR. McCONNELL 


member of the 
Accountants and 
Account 


Harorp B. Myers (#6001-1954), comp 
trolier, International Harvester Company, 
Chicago, 1s author of an entitled 
“Why So Many Clerks?” in the July 1953 
issue of Office I The article ts based 
on an address before the Hanmulton Chapter 
of the National Office Management Asso 
Clation. 


article 


Ve 


Francis J. MeWILLIAMS (#982-1937) 
has been elected comptroller of Isthmian 
United 


Steamship Co. a subsidiary of 


States | ( oFporation, New York 


W. Comps, formerly comptroller, 
American Bank Note Co., New York, has 
been elected a vice president and S. B. MED 
ING has been elected comptroller to succeed 
him 

H. GORDON CALDER ($232-1933) re 
signed as president of Southern Production 
Co., Inc., Shreveport, La., in order 
vote his time to personal interests. He wall 


to de 
continue as a director and act as a consult 


ant 


Ropert N. BAYLess 
eral manager and treasurer, Jaques Manu 
facturing Company, Chicago, HL, ts 
director of management planning, Calumet 
& Hecla, Inc 


#3964-1947), pen 
now 


_ of the same city 
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LAMAR J. Orvis (#3885-1947) has been 
elected to the assistant comptrollership of 
Pittsburgh Steel 
Company. Mr 
Otis received his 
Masters Degree 
in’ Business Ad 
ministration at 
Ohio State Uni 
versity and is a 
CPA. He has 
held accounting 
Staff positions at 
B Goodrich 
Company, Ly- 
brand, Ross Bros. 
and Montgomery, 
United States 
Pittsburgh Plate 


MR. OTIS 
Steel Corporation, and 
Glass Company. 
In 1944 he was employed by Curtiss- 
Wright Corporation as assistant comptrol- 
ler. In 1945, he became comptroller of the 


Are fixed assets 
“things” 

or accounting 
entries 7 


@ Management's responsi- 
bility to its stockholders 
for property accountabili- 
ty, protection and control 
requires a provable per- 
petual inventory of the 
property recording 
their description, location, 
cost, and value. 

American Appraisal Ser- 


vice will assist 


ment in prparing and 


manage- 


maintaining such a record. 


The AMERICAN 
APPRAISAL 


Company 


Over Fifty Years of Service 


OFFICES IN PRINCIPAL CITIES 


Liggett Spring & Axle Company. He joined 
Pittsburgh Steel Company in 1949 

Mr. Otis is a member of the National As- 
sociation of Cost Accountants and a past 
president (1950-1951) of the Pittsburgh 
Chapter. He is also a member of the Ameri- 
can Institute of Accountants. 


RAYMOND E. SNYDER (#3466-1945) has 
been elected vice president for financial af- 
fairs of Merck & 
Co., Inc., Rah- 
way, N. J., fol- 
lowing the 
merger of Sharpe 
& Dohme, Inc., 
with Merck. Mr. 
Snyder has been 
controller of 
Merck since 1947. 
He joined the 
company in 1941, 
after experience 
in utility and in- 
vestment fields, 
and became as- 
sistant treasurer in 1944 and assistant con- 
troller in 1945. As vice president for finan- 
cial affairs, Mr. Snyder will have executive 
supervision over the financial activities of 
the company including the accounting, 
treasurer's and controller's functions. 


MR. SNYDER 


STUART T. HENSHALL ($3711-1946) has 
been named controller to assume the duties 
of Mr. Snyder. 

Mr. Henshall has 

been with Sharpe 
& Dohme since 
1930. He was 
named assistant 
controller in 1944 
and was. elected 
controller in 1947 
and vice presi- 
dent in 1952. Mr. 
Henshall is chair- 
man of the 
American Drug 
Manufacturers 
Association—fi- 
nancial section-—and served as treasurer of 
the Philadelphia Control of Controllers In- 
stitute, 1952-1953, 


MR. HENSHALL 


VINCENT L. FISHER was appointed con- 
troller of the Sharpe & Dohme Division of 
Merck & Co., Inc. Mr. Fisher joined Sharpe 
& Dohme in August 1950 as an accountant 
and was made assistant controller in June 
1952. Previously he had been a partner in 
the certified public accounting firm of Stone 
& Fisher. 


ARTHUR W. SANDERS (#5420-1951), 
comptroller and assistant treasurer, Towle 
Manufacturing Company, Newburyport, 
Mass., is author of an article on “An An- 
cient Craft with Modern Ways’ which cov- 
ers the story of Towle’s punched-card equip- 
ment that produces reports for management 
decisions in the July 1953 issue of Systems. 
In the same issue RAYMOND G. LOCHIEi 
(#1630-1940), vice president and treasurer, 
Capital Airlines, Inc., Washington, D. C., 
writes about the careful choice of the right 
office machine for the job to be done in an 
article entitled “Subtracting the Cost of Re- 
adding.” 


Obituary 


William Ransley Doremus, 82, retired vice 
president and controller of the Ingersoll. 
Rand Co., New York, died in Greenacres 
Nursing Home, Boonton, N. J., on June 23, 
1953. 

Mr. Doremus joined the Ingersoll con- 
cern more than 50 years ago. He retired in 
1949. He was mayor of Mountain Lakes, 
N. J., from 1924 to 1928. He also founded 
the Mountain Lakes News and then sold it 
to the Boonton Times Bulletin. 

Mr. Doremus, who held membership cer- 
tificate #118-1932 in Controllers Institute 
of America, served as a national director, 
1933-1936, and as a vice president, 1935 
19306. 


Robert E. Nowland, controller of John J 
Felin & Co., Inc., Philadelphia, Pa., died on 
June 27, 1953 at the age of 59. 

Mr. Nowland, who was controller of his 
company since 1925, held membership cer- 
tificate #1808-1940 in Controllers Institute 
of America. 


Thomas Henry Sanders, M.Com., Ph.D., 
professor emeritus of accounting, Harvard 
Business School, died on June 6, 1953 at the 
age of 68. 

For many years a leader in teaching ac- 
counting and in developing accounting 
theory and practice, Professor Sanders was 
a former president of the National Associa- 
tion of Cost Accountants and had been 
called upon for instruction by government 
and industry. 

Born in England, Dr. Sanders was gradu- 
ated from the University of Birmingham in 
1905 and received his Master of Commerce 
degree there in 1914. Between 1905 and 
1910, he was engaged in business in England 
and from 1911 to 1917 he taught commer- 
cial practices in Japan. He came to the 
United States in 1917 and received his Ph.D. 
from Harvard in 1921. That year he joined 
the Harvard Business School faculty as an 
assistant professor. He was made an associ- 
ate professor in 1924 and a professor in 1927. 


(word has just been received on these items) 

H. S. Neyman, 50, management consultant, 
associated for the past two years with Ralph 
R. Trimarco, CPA, Chicago, Hlinots, died of 
a heart attack on March 2, 1953. 

Other athliations of Mr. Neyman’s were 
Zenith Radio Corporation, as budget direc 
tor, 1947-1950; Utah Radio Products Com 
pany, as secretary and treasurer, 1935 to 
1946; Grigsby-Grunow Co., as comptroller 
and office manager, 1930 to 1934; and for 
13 years, auditor of Cable Piano Company 

all in Chicago. Mr. Neyman held mem- 
bership certificate $#801-1936 in Controllers 
Institute of America. 


Adrian Metzger, auditor, Schmidt Litho- 
graph Co., San Francisco, Calif., died on 
February 26, 1953. He was 6S. 

Mr. Metzger joined Schmidt in 1923 after 
service on the statf of Klink Bean & Co., 
San Francisco, as senior accountant 

He held membership certificate #2086- 
1941 in Controllers Institute of America. 
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Tax Pitfalls 
in Pension Plans 


Failure to understand the tax pitfalls 
in. the pension section of the tax law is re 
acting to the disadvantage of some em 
ployers and employes. This condition man 
ifests itself in many directions, including 
failure to establish plans, some disappoint 
ments in connection with existing plans, 
and, on some occasions (fortunately rare) 
in the termination of plans, according to 
Meyer M. Goldstein, executive director of 
the Pension Planning Company. 

Speaking at the Philadelphia Tax Fo 
rum recently, he said that some of the 
false tax notions which have deterred com 
panics from establishing a funded pension 
plan are: 


1. The tax law requires a fixed-cost com- 
mitment in bad years. 

2. Past service liability must be liquidated 
in full at the commencement of a plan, 
or shortly thereafter. 

3. The after-tax cost (almost 50 higher ) 
of a pay-as-you-go plan. 

4. The tax law requires contributions that 
must reduce working capital, 


Other false tax notions which have 
caused companies to establish the wrong 
kind of plan for themselves, ¢.g., a profit 
sharing plan as their first plan instead of a 
pension plan, are: 


1. A pension plan requires a fixed-cost 

commitment. 

A profit-sharing plan can provide ade- 

quate past service credits during the 

first 15 to 25 years. 

3. A profit-sharing plan can provide ade- 
quate disability benefits or adequate 
early retirement benefits, or the most 
logical death benefits. 

4. Only a profit-sharing plan can invest 
in employer securities. 

5. Only a profit-sharing plan can receive 
capital gains tax treatment. 

6. Only a profit-sharing plan can avoid 
any income or capital gains tax on un- 
realized appreciation of employer stock. 

7. Only a profit-sharing plan can provide 
severance benetits. 

8. profit-sharing plan can 
higher benefits for key men. 

9. Death proceeds of a profit-sharing plan 
are free from income tax to the death 
beneficiary. 


N 


provide 


A second example, Mr. Goldstein 
stated, of the use of the wrong funding 
method is to use a profit-sharing plan in- 
stead of group coverages to provide death 
benefits, accident and health, hospitaliza- 
tion, surgical, daily medical expense and 
major medical catastrophe. 

A third example is using a deferred 
compensation plan instead of a pension 
plan to accomplish the most for the key 
executives, 


Age JID 
( 


Strictly Confidential. 


1 E. 42ND STREET 


PHERE IS A MAN—who holds the number 2 spot 
and is ready to move up but must wait perhaps 
many years before the opening will be there. 


HERE IS THE JOB—Vice-President-Controller 


ofa leading aircratt manufacturer. 


If vou have these qualifications: ability to admin 
ister all fiscal and accounting functions, accounting 
controls, cost accounting, 
agreement, taxes, Insurance; heavy experience 
with these responsibilities, preferably in aireratt; 
write a brief resume to Box Deo7zo. 


THE CONTROLLER 


auditing, bank credit 


NEW YORK 17, N. Y. 


What Is the ‘Normal’ Capital Goods Demand? 


Concepts of “normal” demand for 
capital goods based on the projection of 
trend lines for expenditures of past years 
may no longer hold true, according to a 
Machinery and Allied Products Institute 
review of the current capital goods market. 
The Institute's Capital Goods Revieu 
shows that trend projections based on capt- 
tal goods expenditures for the years 1900 
to 1930 are now from 15 to 30 per cent be- 
low actual expenditures. 

While recognizing that deferred de- 
mand for capital goods following World 
War II is reflected to some extent in cur 
rent high expenditures, the Machinery 
Institute study notes that advancements in 
technology may well be playing an im 
portant part in increasing demand for 
capital goods above the historic three per 
cent annual growth level. 

Tremendous expansion of industrial re 
search and development in the past few 
decades has accelerated the tempo of 
change both in the products of industry 
and in the facilities for their reproduction, 
According to the study, the resulting in 
crease rate of 
shortened the cconomic life of capital 
equipment and raised normal replacement 
requirements. 

It is in this area of a more rapid turn 


obsolescence has 


over of industrial equipment based on en 
lightened, more realistic equipment analy 
sis policics that future higher normals for 
capital goods expenditures will be realized. 

In emphasizing this point the Institute 
states, “The administration of « quipment 
policy is presently the most ba¢ kward area 
this 


of management in country else 


THE CONTROLLER. .... 


where. The general adoption of good 
equipment policy will redound the 
benetit not only of producers of equip 
ment, but of the nation as a whole. It ts 
here, fundamentally, that a new normal 
for capital expenditures will be achieved.’ 

Copies of the Institute's Capital Ge “ds 
Reriew entitled “The Capital Equipment 
Market Since 1945” are available from 
Machinery and Allied Products Institute, 
120 South La Salle Street, Chicago 3, Hl 


Favors Reduced Taxes 


In our American cconomy a 10% re 
duction im taxes would more than counter 
act the effect of any proposed reduction in 
defense expenditures, states Henry H 
Heimann, executive vice pre sident of the 
National Association of Credit Men. A 
tax reduction would add to purchasing 
power, reduce the cost of civilian goods, 
encourage thrift and industry, stimulate 
production and investment, and renew 
confidence, he adds. Defense expenditures 
based on high taxes reduce buying power, 
increase the cost of civilian goods, and de 
stroy the incentive for thrift and industry 

Both in hard cash and as a percentage 
of our national income we sect aside a 
larger part of our budget for defense and 
world programs than any other country 
Mr. Heimann says 

“The therefore, 
arises: Why should our peopl 
pay high taxes when other people through 
out the world are be ing £¢ lieved of a part 
of these burdens? Some tax relief must 
soon, he declares 


inevitably 
continue to 


que stion, 
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TFRAVELETTER.- 


How do YOU handle 
TRAVEL 
EXPENSES? 


When your travelling personnel reim 
burse themselves by means of cor 
trolled, protected TRAVELETTERS, ycur 
company benefits by saving the admin 
isrative and clerical costs of expense 
checks, by speeding auditing proce 
dures, by improved expense control 
And the traveling man becomes more 
efficient without the worry of being 
delayed or stranded without funds. 
Here's a partial list of 
TRAVELETTER users 
American Cyanamid Co 
American Home Foods, Inc 
Baver & Black Div. of Kendall Co 
Binney & Smith Co 
Commercial Solvents Corp 
Diamond Alkali 
The A. C. Gilbert Co 
International Cellucotton 

LeTourneau, Inc 
The Lionel Corp 
Pennsylvania Salt Mfg. Co 
Prentice Hall, Inc 
Sunkist Growers, Inc 
True Temper Corp 
Western Electric Co 
Wm. Wrigley, Jr., Co 


You'll be pieased to tearn of the ad 
vantages your company can enjoy by 
using TRAVELETTERS too! Write for in. 


formation. 


TRAVELETTER CORPORATION 
Since 1894 


2 West Putnam Ave., Greenwich, Conn. 


How to 
Relax After 
a Busy Day in 
Washington: 


Stay at the Sheraton Park, of course! 
Wise executives with a mission in 
Washington always do. Here, just 10 
minutes from downtown, they relax to 
their heart's content after a busy day 
in the Capital and so will you 
Our acres of private grounds overlook 
beautiful Rock Creek Park, and our 
many services exist for only one reason 
—to help you rest well at the end of 
a care-filled day. Write, wire or phone 
for reservations. 


FORMERLY THE WARDMAN PARK 
CONNECTICUT AVENUE 


at WOODLEY ROAD, N.W. 
WASHINGTON 6, D. C, 


Ten Basic Steps to Consider 
in a Guaranteed Annual Wage Plan 


EN BASIC STEPS should be taken by any 
considering a guaranteed an 
nual wage plan, according to the Amer 
can Institute of Management, New York. 
The steps are contained in 
bony distributed to the Institute's 10,000 


members. It advises them to: 


d report Now 


1. Determine the instability of the indus- 
try, the company and the various divi 
sions, in terms of the production and 
consumption patterns of products. 
Ascertain the degree of instability and 
then define its cause: Is a due to 
easonal variations? Is it due to pur 
chaser reaction? Is it due to general 
economic recessions of pertodu 
nature, and what 1s the duration of 
the ¢ f 
Inquire if methods are available to 
alter the conditions of instability. 
Study the company’s overtime pattern 
over a period of years. 

Analyze shift operations during the 
same period, 

Examine the ages of employes with 
a view to the use of over-age and 
other marginal workers to cushion the 
turnover. 

Investigate the length of the work 
weck under stabilization, with par- 
ticular note of a four-day, fifty-weck, 
ps riod. 

Make a careful examination of 
structure of the company. 

Define the ways in which the person- 
nel manager can help institute and 
operate the plan. 

Pretest the acceptability of the plan 
to the employes and the union (if 
there 1s one). 


the 


“In labor's view,”’ the Institute advises, 
‘guaranteed annual wage plans are es 
sentially a means of maintaining income 
for workers during periods of entorced 
uncmployment. In management's eyes, 
however, such plans are attempts to stabt- 
lize employment. Actually there is little 
difference between an effort to stabilize 
wages and one to stabilize employment. 
Both result in the same end-products 
steady income for the worker and regular 
production for the employer.” 


THE GUARANTEE HAS 
ADVANTAGES FOR MANAGEMENT 
Specific advantages to management 
from a program of guaranteed annual 
wages depend mainly upon the type of 
industry, the general level of business 
conditions, labor cooperation, — the 
A.I.M 
“A company may realize savings in in- 
vestment due to a leveling-off of produc- 
tion costs over the period of the guaran 
tee,”’ the report declared. “Stabilization of 
production and employment, and the sub- 


and 
disc OVE red. 


sequent decrease in expense 1p these two 
areas, Mcans Lreater returns on capital 
vested. A plant which ts run irregularly 
Must Maintain cnough equipment to han 
dle periods of peak production. Stabiliza 
tion will climinate these peaks, thereby 
reducing the idle cost of machinery for 
merly necessary to mect them. 

stable employment policy reduces 
the risk of a high labor turnover. This in 
turn, climinates the problem of having to 
re-hire workers at frequent and often in- 
convenient intervals.” 

In addition, the A.I.M. report declares, 

The guarantee may act as a sorting proc- 
css-—a skeleton force of the most efficient 
workers being retained at all times. In 
time this skeleton force could come to con- 
stitute a reservoir of men for management 
positions, 

“At present, concrete advantages in 
reduced overtime exist under the provi- 
sions of the Fair Labor Standards Act for 
managements, which employ on an annual 
basis,’ the A.I.M. advises. 

Two disadvantages cited in the report 
are: Labor may tend to become a fixed 
cost in the same category as plant and 
equipment charges, and fixed overhead 
costs may hamper technological changes. 


MANY SUCH PLANS HAVE 
SPECIFIC LIMITATIONS 


Many of the plans now in effect 
there have been 347 guaranteed annual 
have 


and 


wage plans In Operation since 1946 
specific limitations on the extent of the 
guarantee. These include: limitations on 
the number of hours, weeks or months of 
employment “guaranteed”; stipulated 
ceiling on the total amount of compensa 
tion, or the total as a per cent of sales; 
reservation of the right to alter the plan 
in consideration of unexpected calamities 
or economic developments ; and provisions 
for renegotiation of the terms or revisions 
of the guarantee at periodic intervals. 

According to the A.I.M.. study, the 
“annual” aspect is equally flexible. 
Many of the plans have little of the “an- 
nual” about them and operate for shorte 
periods with renewal. 

The Institute's report that 
the “form developed by cach concern must 
depend upon the necessities of its produc 
tion. Therefore, the guaranteed wage, as 
an answer, cither complete or partial, to 
the question of stability or employment 
for the workers, can only be viewed in 
the light of the circumstances surrounding 


concludes 


its inception. In essence, all such plans 
must rest ultimately on excellence of man 
agement and good faith of labor.” 

Copies of the report are obtainable from 
the American Institute of Management, 
125 East 38th Strect, New York 16, N. Y. 
1953 
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for Control Purposes 


(¢ 


three shifts togethe r. Also, they could have 
been used on an hourly, rather than on a 
daily, basis. It must be stressed again that 
the closer to the individual ope rations cost 
controls are maintained and the more fre 
quently the data are analyzed, the caster 
it will be to find appropriate rem dial ac 
tion and the more quickly it will be put 
into effect 

Mr. Noble has also cited an application 
where a control chart was used in_ the 
analysis of daily variances in the number 
of container units produced.'? Similarly, 
this statistical tool could be applied to the 
analysis of costs for labor, materials, over 
head, etc. Statistical charts) can 
make this type of analysts objective, sim 
ple, and, by emphasizing the need for cost 
controls close to the individual operations 
and at frequent intervals, more useful 


control 


OTHER APPLICATIONS OF CHARTS 


The application of | statistical control 
charts need not be confined to the area of 
cost accounting. It might be used, for ex 
ample, to control the proportion of dé 
linquent accounts receivable or shortages 
in inventories. Indeed, one successful ap- 
plication of these techniques has been to 
control the Clerical accuracy in accounting 
work. The Standard Register Company 
had been inspecting sales invoices 100, 
which was costly and did not detect all 
errors anyway.'! The use of statistical sam- 
pling techniques reduced by 47¢¢ the time 
spent in verifying invoices and simultane 
ously maintained the same accuracy level 
as When LOOCe inspection was used.* 

E. S. Judson reports an instance wher 
all factory payroll computations had been 
veriticd despite which errors often 
went undetected.!* A control chart ap 
proach was applicd with the results that 
within a few months the error rate in 
computations was cut in half and payroll 
verifications were reduced by 75¢¢. Many 


other successful applications of statistical 


techniques in controlling the accuracy of 
clerical work have been reported.* 
Other applications of statistical tech 
niques in the arca of accounting have been 
described. Bicking’? has used a control 
chart for manufacturing costs when a 
trend in the costs exists. The chart deter 
mines whether the trend is continuing or 
not. A similar problem was tackled by 
Newman! who used statistical techniques 
to set up a control chart designed to notify 
management at an carly stage when sales 
trends were changing. Ferencz'4 has used 


* Sec Robert H. Gregory, ‘The Frequency and 
Importance of Errors in Invoices Received for 
Payment,’ THE CONTROLLER, January 19° 
p 14 


statistical techniques in order to set limits 
of error on cost estimates made up of many 
individual estimates. He further employed 
statistical methods in) deciding, on the 
basis of cost estimates, whether two prov 


SSCS really have ditterent costs or not 


SUMMARY AND CONCLUSIONS 


This paper has attempted to show that 
the statistical point of view is needed in 
accounting. The masses of data gathered 
by accountants are used for purposes of 
controlling and planning business opera 
tions. The required precision of the data 
necded for controlling and planning the 
Operations of a business and the cost of 
obtaining the data should govern whether 
sampling or LOO cnumeration ought to 
be employed. It is believed that sampling 
can supply much accounting information 


with sufficient precision, at a much lower 
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Cost Accounting Potential 


cost, and in shorter time than ts possible 
with complete enumeration 

Accounting data are collected tn order 
to be analyzed. A statistical point of view 
is believed to be necded here also in order 
to decide what changes, variations, etc. are 
the result of ever-present variability in the 
process and which ones indicate that tun 
damental changes have taken place in the 
which ittention. ot 
Areas Which would scem to 


process POQUITE the 
Management 
lend themselves to this approach range 
from many kinds of costs to the accuracy 
of clerical work 

Management 


utilize statistical techniques in the area of 


therefore, ts urged to 


accounting im order to obtain sounder 
analyses at lower costs and to IM prove the 
Operations of business. Accountants are 
urged to familiarize themselves with the 
basic conc pts and tools of statistics so they 
will be ina position to utilize them 
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SITUATIONS WANTED 


EXECUTIVE ACCOUNTANT (CPA) 


Seeks team position with me 
dium-size) progressive manufacturing 
pany requiring thoroughly competent execu 
tive with proven record of accomplishment 
and progress at administrative level in public 
and private industry. Age 33. Married. Box 
2065, 


management 
com 


EXECUTIVE 

Presently employed in Latin America as treas 
urer of highly successful American corpora 
tion available shortly to locate in USA or 
elsewhere 0 years foreign experience in 
banking accounting, — finance Fluent 
Spanish, some Portuguese. Prefer managerial 
pest with opportunity to prove worth, Age 46, 
married, Box 2068 


sales 


NOTE: Tue Controtien reserves the right to a 
cept, reject or censor classified copy and takes no re 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold 


W. T. CHAMBERLAIN INC. 


103 PARK AVENUE 
NEW YORK 17 


MURRAY HILL 3-2942 


Insurance 


Consultants 


The largest analytical or- 
ganization of its kind which 
does not sell insurance 


LY SECURITY and the security of 
F, imily-owned business have been vastly 
undermined by the federal tax structure, 
wcording to William J. Casey, New York 
lawyer, and J. K. Lasser, CPA and tax ex- 
pert. Their recent study, “Tax Shelter for 
the Family,” shows how the tax structure 
impairs ability to save for the future, pro- 
vide for the education of children, finance 
rctirement, and carry ade quate msurance 
protection. The authors then develop ways 
to reduce the tax obstacles to financing 
family security, 

A 35 year old man in a $10,000-incom« 
bracket carries a tax len worth $103,000 
over his working years, assuming retire 
ment at 65. Of this, $24,000 comes in 
post-Korean taxcs alone. If he ts in a $25,- 
000 tax bracket, taxes will take $408,000 
of what would otherwise be his lifetime 
savings. The post-Korea tax increase alone 
would take $89,000. 

A man who makes $28,000 has $18,500 
to support his family, and, if he wants 
to save $5,000 on top of this, he has to 
boost his income an additional $11,000. 
But if the additional money is carned by 
others in the family, by a trust, a family 
partnership, a joint venture or a corpora- 
tion, it may do a great deal more for the 
family’s future. 

A man in a 500% income tax bracket 
and 30¢@ estate tax bracket must make a 
before-tax premium on $300,000 worth of 
insurance in order to carry $100,000 worth 
of net insurance protection, A combina- 
tion of income tax and estate tax has taken 
two-thirds of the family insurance security 
which his earning power should buy. By 
having insurance carried by one’s wife, by 
a family trust or by a family corporation, 
it may be possible to make the dollar 
available for insurance premiums yield 
from two to four times as much in family 
insurance protection as by carrying insur- 
ance personally. 

For a 40-year-old man carning $40,000 
a year to assure himself and his wife a 
cash income, after taxes, of $400 a month 
at age 60, it takes the income of $200,000 
capital, yielding 5€@. But by transferring 
the saving program to a trust the same 
objective may be obtainable on the income 
of $85,000 worth of capital. 

Suppose a father wants to —_ a 
$10,000 fund for a child over a period of 
20 years. If he does it out of his own sav- 
ings, it will take the accumulation of a 5% 
yield on $20,000 worth of capital, If he 
does it through a 20-year trust for his 
child, $8,000 worth of capital would do 
the same job. Or, if he wants to part with 
some capital, he could do the same job by 
making a $4,000 gift directly to the child, 
so that the child will have an accumulation 
of $20,000 in 20 years. 

The security of the family business is 
under the same heavy tax strain as the per- 


sonal security of the individual members 
of the family. The carnings of a business 
may be conserved to allow expansion and 
provide greater financial strength by con- 
verting a personal business into a family 
partnership or by incorporating. By giving 
cach of two children a one-third partner- 
ship interest, a father can increase the 
family security by over $100,000 over a 
20-year period. 

When an individually owned small 
business begins to carn $12,000 a year, 
more money can usually be kept at work in 
the business by incorporating it. If the 
business makes $50,000 a family comes 
out $117,000 richer over a 20-year period. 
There may be current savings of more than 
$8,000 a year in incorporating a business 
which makes $50,000 a year before paying 
a salary to a sole owner. These savings 
accumulate in a corporation, and may be 
taxed again later on when distributed as 
dividends. But if the business grows and 
moncy is kept at work inside the corpora- 
tion, the savings may be permanent. 

Authors Casey and Lasser develop many 
variations of the ways in which a family 
business can be organized in a corpora- 
tion, a partnership, a limited partnership, 
a joint venture. The many complicated 
rules developed to restrict the operation 
of family partnerships and the use of in- 
corporated pocketbooks too frequently hit 
operating businesses for which they were 
not intended, 

The study spells out the tax and finan- 
cial results of holding family property in 
Separate Or joint Ownership, starting new 
ventures with members of the family, 
various types of family trusts and partner- 
ship arrangements, intrafamily gifts, 
intrafamily rentals, salary and interest ar- 
rangements, the assignment of income- 
producing property within the family, and 
many such steps to improve the family 
financial structure. 


“Tax Shelter for the Family” is published 
at $12.50 by Business Reports, Inc., 225 West 
34th Street, New York 1, N. Y. and Roslyn, 
New York, 


SPAA Elects Officers 


Harold R. Price, Price, Waterhouse & 
Co., was elected to head the Systems and 
Procedures Association of America for 
the coming year at the Board of Directors 
meeting recently. Other officers elected 
were: C. C. Chase, Harshaw Chemical 
Co., tice president; Crawford North, Port 
of New York Authority, ‘reaswrer; and 
Frank Engle of Detroit, secretary 

Plans were also announced for the Sixth 
International Systems Meeting to be held 
in Chicago on October 19 to 21, 1953 
The 1954 meeting will be returned to the 
New York area and the 1955 meeting ts 
scheduled for Detroit. 
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YOU SEE IT IN INVOICING... 


Costs come 


down with 


YOU'VE NEVER SEEN A CALCULATOR DO WHAT THE FRIDEN CAN! 
send for your nearby Friden Man and let him demonstrate Friden applications in 
your business. Time-savings, piled up hourly and daily, pay back this Caleulator’s 
cost quickly. Friden sales, instruction and service available throughout the U.S, 
and the world. FRIDEN CALCULATING MACHINE Co., INC., San Leandro, California. 


© Friden Calculating Machine Co, Ine 


You see it in invoicing, in every figuring 
chore... payroll calculations, inventory, 
taxes,engineering: Extra thinking by the 
Friden tully automatic Calculator saves 
extra hours of expensive human time! 
Not an ordinary caleulator, the Friden 
performs more steps in figure-work with- 
out operator decisions than any other 
ealeulating machine. Exclusive Friden 
features speed handling of both simple 
and complex figure-work for every kind 
and size of business. And the Friden 
operates so simply, so automatically, any- 
one can use it without special training. 
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“Our Catonals save us their cost 


every 10 months!” 


“Our National ‘Class 31° Account- 
ing Machines are saving us $18,000 
every year. Since the machines origi- 
nally cost $15,640, these savings 
represent a return of 115% annually 
on our investment. 

“We installed our Nationals in 
1949, Since that time, Minute Maid 
sales of frozen juice concentrates 
have increased 248%. 


“It’s remarkable, we think, that 
our National Machines handle this 
increased volume so efficiently—and 
with such ease of operation—that 
no additional equipment or person- 
nel is required.” 


Vice President and Treasurer 


— MINUTE MAID CORP., new vorx 


“Largest Producer of Frozen Juice Concentrates” 


Your costs can be cut, too, with National 
Machines, which often do 2/3 of the work 
automatically, soon pay for themselves out 
of the money they save—then continue to 
return their cost as handsome profit! Your 
nearby National representative is a trained 
systems analyst. Ask him to show you how 
much Nationals will save you. 


ACCOUNTING MACHINES 
ADDING MACHINES + CASH REGISTERS 


THE NATIONAL CASH REGISTER COMPANY, pavron 9, on10 
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